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REPORT 


Stockholders 





We were pleased to report our eighth consecutive year of 
revenue and diluted earnings per share growth as a public 
company. Our commitment to our mission of “Legendary 
Food, Legendary Service” has served us well over the years 
and we will continue that commitment in the years to come. 
Our operators’ focus on the fundamentals, along with their 
ability to consistently exceed expectations as it relates to food 
quality and service levels, led to a successful 2012. 

Revenue was up 14% in 2012 to $1.3 billion driven by new 
restaurant openings and continued sales growth at existing 
restaurants. On top of growing sales at existing restaurants 
4.7% in 2011, we were able to grow sales an additional 4.7% in 
2012, marking our third consecutive year of growth in both 
sales and traffic at existing restaurants. Our strong top-line 
performance helped drive our 13% diluted earnings per share 
growth, resulting in the fourth consecutive year of double- 
digit growth in both revenue and diluted earnings per share. 


Other 2012 highlights include: 


* 25 company restaurants and two franchise 
restaurants opened. 


¢ Restaurant margins, as a percentage of restaurant sales, 
increased 37 basis points to 18.4% despite food inflation 
of over 6%. 

* We repurchased 1.8 million shares of our common stock. 

* We paid $24.5 million in dividends. 


We ended the year with $82 million of cash and $52 million 
of debt. During 2012, we generated more than enough cash 
to pay for opening more restaurants in 2012 and to fund 
taking care of our existing restaurant base, as maintaining 
our facilities is part of maintaining our strong brand. We 
continued to have cash leftover after that, which we used to 
pay over $24 million in dividends to our stockholders and 
repurchase $29 million of our common stock. 

Looking forward to 2013, we will again be pressured by 
high commodity costs, specifically beef. To help offset a 
projected increase of 6% to 7% in food inflation, we increased 
our menu prices by approximately 2% in early December 
2012. Overall, we expect margins to be under some pressure 
this year. However, as we have done in the past, we will 
continue to focus on increasing the number of guests dining 
at our restaurants and maintaining our competitive position. 

On the development side, we continue to have a 
long runway for growth inside and outside of the U.S. 


Domestically, our goal in 2013 is to open 28 company 
restaurants. And we will be entering into two new states by 
opening restaurants in Alaska and Oregon. Internationally, 
we expect our franchise partner in the Middle East to open 
several locations this year. 

In 2013, we expect to generate more than enough cash to 
fund increased growth and maintain our existing restaurant 
base. As such, we plan to continue to pay a dividend and 
repurchase shares of our stock. In fact, in February 2013, our 
Board of Directors approved a 33.3% increase in our regular 
quarterly dividend amount to $0.12 per share, up from $0.09 
per share last year. 

As I look back to our first restaurant opening in Clarksville, 
Indiana, 20 years ago, it’s pretty cool that we now have nearly 
400 restaurants in 47 states and two foreign countries. Iam 
often asked what lessons I have learned since the opening of 
the first Texas Roadhouse. That’s easy. Hire great people and 
get out of the way. We have the best operators and support 
staff in the industry to grow this brand worldwide. Their 
commitment to provide Legendary Food and Legendary 
Service to each and every guest will continue to move 
us forward. 


whet) 


W. Kent Taylor 
Founder & Chairman, Chief Executive Officer 








April 5, 2013 
To our Stockholders: 


You are cordially invited to attend the 2013 Annual Meeting of Stockholders of Texas 
Roadhouse, Inc. on Thursday, May 16, 2013. The meeting will be held at the Texas Roadhouse Support 
Center, 6040 Dutchmans Lane, Louisville, Kentucky at 9:00 a.m. eastern daylight time. 


The official Notice of Annual Meeting, Proxy Statement and Proxy Card are enclosed with this 
letter. 


Please take the time to read carefully each of the proposals for stockholder action described in the 
accompanying proxy materials. Whether or not you plan to attend, you can ensure that your shares are 
represented at the meeting by promptly completing, signing and dating your proxy card and returning it 
in the enclosed postage-paid envelope. Stockholders of record can also vote by touch-tone telephone 
from the United States, using the toll-free number on the proxy card, or by the Internet, using the 
instructions on the proxy card. If you attend the meeting, you may revoke your proxy and vote your 
shares in person. 


Your interest and participation in the affairs of the Company are greatly appreciated. Thank you 
for your continued support. 


Wht) 


W. Kent Taylor 
Chairman, Chief Executive Officer 


TEXAS ROADHOUSE, INC. 
6040 Dutchmans Lane 
Louisville, Kentucky 40205 


NOTICE OF ANNUAL MEETING OF STOCKHOLDERS 
TO BE HELD MAY 16, 2013 


To the Stockholders: 


The Annual Meeting of Stockholders (the “Annual Meeting”) of Texas Roadhouse, Inc. (the 
“Company”) will be held at the Texas Roadhouse Support Center, 6040 Dutchmans Lane, Louisville, 
Kentucky on Thursday, May 16, 2013 at 9:00 a.m. eastern daylight time. 


At the Annual Meeting you will be asked to: 


* elect two Class III directors to the Board of Directors, each for a term of three years; 


ratify the appointment of KPMG LLP as the Company’s independent auditors; 


hold an advisory vote on executive compensation; 


approve the Texas Roadhouse, Inc. 2013 Long-Term Incentive Plan; 


vote on a non-binding stockholder proposal to eliminate the classification of the Board of 
Directors, if properly presented at the meeting; and 


transact such other business as may properly come before the meeting. 


A Proxy Statement describing matters to be considered at the Annual Meeting is attached to this 
notice. Only stockholders of record at the close of business on March 18, 2013 are entitled to receive 
notice of and to vote at the meeting. 


By Order of the Board of Directors, 


Celia Catlett 
Corporate Secretary 


Louisville, Kentucky 
April 5, 2013 


IMPORTANT 


WHETHER OR NOT YOU EXPECT TO BE PRESENT AT THE MEETING, PLEASE SUBMIT 
YOUR VOTE USING ONE OF THE VOTING METHODS DESCRIBED IN THE ATTACHED 
MATERIALS. IF YOU ATTEND THE MEETING, YOU MAY REVOKE YOUR PROXY AND VOTE 
YOUR SHARES IN PERSON. 


IMPORTANT NOTICE REGARDING THE AVAILABILITY OF PROXY MATERIALS FOR THE 2013 
ANNUAL MEETING OF STOCKHOLDERS TO BE HELD ON MAY 16, 2013 


Our Proxy Statement related to our 2013 Annual Meeting of Stockholders, our Annual Report on 
Form 10-K for the fiscal year ended on December 25, 2012 and our Annual Report to Stockholders for 
the fiscal year ended on December 25, 2012 are available on our website at www.texasroadhouse.com in 
the Investors section. 
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TEXAS ROADHOUSE, INC. 
6040 Dutchmans Lane 
Louisville, Kentucky 40205 


PROXY STATEMENT 


ANNUAL MEETING OF STOCKHOLDERS 
TO BE HELD MAY 16, 2013 





This proxy statement and accompanying proxy card are being furnished in connection with the 
solicitation of proxies by the board of directors (the “Board”) of Texas Roadhouse, Inc., a Delaware 
corporation, to be voted at the Annual Meeting of Stockholders (the “Annual Meeting’’) and any 
adjournments thereof. In this proxy statement, references to the “Company,” “we,” “us” or “our” refer 
to Texas Roadhouse, Inc. This proxy statement and accompanying proxy card are first being mailed to 
stockholders on or about April 5, 2013. 


The Annual Meeting will be held at the Texas Roadhouse Support Center, Louisville, Kentucky on 
Thursday, May 16, 2013 at 9:00 a.m. eastern daylight time, for the purposes set forth in this proxy 
statement and the accompanying notice of Annual Meeting. 


SUMMARY OF MATTERS REQUIRING STOCKHOLDER ACTION 
Proposal 1—Election of Directors 


The affirmative vote of a plurality of the votes entitled to be cast by the holders of the 
Company’s common stock present in person or represented by proxy is required to elect each 
nominee. Election by a plurality means that the director nominees with the most votes for the 
available slots are elected for those slots. You may vote “FOR” all of the nominees or you may 
“WITHHOLD AUTHORITY” to vote for one or more specifically named nominees. Unless you 
“WITHHOLD AUTHORITY” to vote for one or more nominees, your proxy will be voted “FOR” 
the election of the individuals nominated as Class III directors. 


Our Board has adopted a majority voting policy for uncontested director elections. Under this 
policy, any nominee who receives fewer “FOR” votes than “WITHHOLD” votes is required to 
offer his or her resignation. Our nominating and corporate governance committee would then 
consider the offer of resignation and make a recommendation to our independent directors as to 
the action to be taken with respect to the offer. 


The Board recommends that you vote “FOR” all of the nominees. 


Proposal 2—Ratification of the Appointment of the Company’s Independent Auditors 


The proposal to ratify the appointment of KPMG LLP as the Company’s independent 
auditors for the fiscal year ending December 31, 2013 must be approved by the affirmative vote of 
a majority of the shares present (in person or by proxy) and entitled to vote. You may vote “FOR” 
or “AGAINST” the ratification, or you may “ABSTAIN” from voting on this proposal. A vote to 
“ABSTAIN” will have the same effect as a vote “AGAINST” this proposal. 


The Board recommends that you vote “FOR” this proposal. 


Proposal 3—Advisory Vote on Approval of Executive Compensation 


The outcome of the advisory vote on whether to approve the executive compensation detailed 
in this proxy statement (including the Compensation Discussion and Analysis, the Executive 


Compensation section and the other related executive compensation tables and related discussions) 
will be determined by the affirmative vote of a majority of the shares present (in person or by 
proxy) and entitled to vote. You may vote “FOR” or “AGAINST” approval of the executive 
compensation, or you may “ABSTAIN” from voting on this proposal. A vote to “ABSTAIN” will 
have the same effect as a vote “AGAINST” approval of the executive compensation. 


The Board recommends that you vote “FOR” this proposal. 


Proposal 4—Approval of the Texas Roadhouse, Inc. 2013 Long-Term Incentive Plan 


The proposal to approve the Texas Roadhouse, Inc. 2013 Long-Term Incentive Plan detailed in 
this proxy statement will be determined by the affirmative vote of a majority of the shares present 
(in person or by proxy) and entitled to vote. You may vote “FOR” or “AGAINST” approval of the 
Texas Roadhouse, Inc. 2013 Long-Term Incentive Plan, or you may “ABSTAIN” from voting on this 
proposal. A vote to “ABSTAIN” will have the same effect as a vote “AGAINST” approval of the 
Texas Roadhouse, Inc. 2013 Long-Term Incentive Plan. 


The Board recommends that you vote “FOR” this proposal. 


Proposal 5—Nonbinding Stockholder Proposal Regarding Declassification of the Board of Directors 


The outcome of the advisory vote on whether to declassify the Board of Directors will be 
determined by the affirmative vote of a majority of the shares present (in person or by proxy) and 
entitled to vote. You may vote “FOR” or “AGAINST” approval of declassification, or you may 
“ABSTAIN” from voting on this proposal. A vote to “ABSTAIN” will have the same effect as a 
vote “AGAINST” approval of the stockholder proposal. 


The Board recommends that you vote “AGAINST” this proposal. 


Other Matters 


As of the date of this proxy statement, the Board knows of no matters that will be presented for 
consideration at the Annual Meeting other than those matters discussed in this proxy statement. If any 
other matters should properly come before the Annual Meeting and call for a vote of stockholders, 
validly executed proxies in the enclosed form returned to us will be voted in accordance with the 
recommendation of the Board, or, in the absence of such a recommendation, in accordance with the 
judgment of the proxy holders. Any such additional matter must be approved by an affirmative vote of 
a majority of the shares present (in person or by proxy) and entitled to vote at the Annual Meeting. 


INFORMATION ABOUT PROXIES AND VOTING 
Record Date and Voting Securities 


The Board has fixed the record date (the ‘““Record Date’) for the Annual Meeting as the close of 
business on March 18, 2013. Only stockholders of record at the close of business on the Record Date 
will be entitled to vote at the Annual Meeting and at any adjournment or postponement thereof. At 
the close of business on the Record Date, there were outstanding 69,824,678 shares of common stock, 
each of which is entitled to one vote per share on all matters to be considered at the Annual Meeting. 


The presence in person or by proxy of the holders of a majority of the shares of common stock 
will constitute a quorum for the transaction of business at the Annual Meeting. Shares of common 
stock represented by properly executed proxies received before the close of voting at the Annual 
Meeting will be voted as directed by such stockholders, unless revoked as described below. 


Revocability of Proxies 


A stockholder who completes and returns the proxy card that accompanies this proxy statement 
may revoke that proxy at any time before the closing of the polls at the Annual Meeting. A stockholder 
may revoke a proxy by voting at a later date by one of the methods described on the proxy card or by 
filing a written notice of revocation with, or by delivering a duly executed proxy bearing a later date to, 
the Corporate Secretary of the Company at the Company’s main office address at any time before the 
Annual Meeting. Stockholders may also revoke proxies by delivering a duly executed proxy bearing a 
later date to the inspector of election at the Annual Meeting before the close of voting or by attending 
the Annual Meeting and voting in person. You may attend the Annual Meeting even though you have 
executed a proxy, but your presence at the Annual Meeting will not automatically revoke your proxy. 


Solicitation of Proxies 


The cost of solicitation of proxies being solicited on behalf of the Board will be borne by us. In 
addition to solicitation by mail, proxies may be solicited personally, by telephone or other means by our 
directors, officers or employees, who receive no additional compensation for these solicitation activities. 
We will, upon request, reimburse brokerage houses and persons holding common stock in the names of 
their nominees for their reasonable out-of-pocket expenses in sending materials to their principals. 


Other Voting Considerations 
Broker Non-Votes 


Under rules of the New York Stock Exchange, matters subject to stockholder vote are classified as 
“routine” or “non-routine.” In the case of routine matters, brokers may vote shares held in “street 
name” in their discretion if they have not received voting instructions from the beneficial owner. In the 
case of non-routine matters, brokers may not vote shares unless they have received voting instructions 
from the beneficial owner (“broker non-votes’’); therefore, it is important that you complete and return 
your proxy early so that your vote may be recorded. 


The election of directors (Proposal 1) is a non-routine matter under the applicable rules, so broker 
non-votes may occur. However, broker non-votes do not count as shares entitled to vote. Because the 
election is decided by a plurality of shares present (in person or by proxy) and entitled to vote at the 
Annual Meeting, and because our majority voting policy for directors only considers “FOR” votes and 
“WITHHOLD” votes, any broker non-votes will not affect the outcome of this proposal. 


The ratification of the appointment of the Company’s independent auditors (Proposal 2) is a 
routine matter under the applicable rules, so broker non-votes should not occur. In addition, because 


this matter is routine and brokers may vote as stated above, the number of votes cast, plus the number 
of abstentions, on this Proposal 2 will be used to establish whether a quorum is present. 


The advisory vote on the approval of executive compensation (Proposal 3), the approval of the 
Texas Roadhouse, Inc. 2013 Long-Term Incentive Plan (Proposal 4), the advisory vote on board 
declassification (Proposal 5), and any other matters that may properly come before the Annual Meeting 
are also non-routine matters under the applicable rules, so broker non-votes may occur. Because broker 
non-votes do not count as shares entitled to vote, they do not affect the outcome of the vote on these 
proposals. 


Abstentions 

Abstentions will be counted for purposes of calculating whether a quorum is present. The effect of 
an abstention on each proposal where “ABSTAIN” is a voting choice is discussed above. 

Executed but Unmarked Proxies 


If no instructions are given, shares represented by properly executed but unmarked proxies will be 
voted in accordance with the recommendation of the Board, or, in the absence of such a 
recommendation, in accordance with the judgment of the proxy holders. 


CORPORATE GOVERNANCE AND OUR BOARD 
Director Biographies 
Class I Directors (Terms Expiring at the 2014 Annual Meeting): 


James R. Ramsey. Dr. Ramsey, 64, is the president of the University of Louisville, a position he 
has held since September 2002. Before becoming president, he had served as senior policy advisor and 
state budget director for the Commonwealth of Kentucky as well as senior professor of economics and 
public policy at the University of Louisville since 1999. Dr. Ramsey has held numerous academic 
positions, including serving as vice chancellor for finance and administration at both the University of 
North Carolina at Chapel Hill and Western Kentucky University. He has been associate dean, assistant 
dean and director of public administration in the College of Business Administration at Loyola 
University and a research associate for the University of Kentucky’s Center for Public Affairs. He has 
served on the faculties of the University of North Carolina at Chapel Hill, Western Kentucky 
University, the University of Kentucky, Loyola University and Middle Tennessee State University in 
addition to the University of Louisville. Dr. Ramsey has also held a number of positions in state 
government, including interim commissioner of the Office of the New Economy and special advisor to 
the chairman of the Kentucky Council on Postsecondary Education. Dr. Ramsey serves on the board of 
directors and chairs the audit committee of Community Trust Bancorp, Inc. He also serves on the 
boards of trustees of Churchill Tax-Free Fund of Kentucky and Naragansett Insured Tax-Free Income 
Fund. Dr. Ramsey was nominated as a director because of his chief executive experience, his financial 
and accounting experience and his government relations experience. As a result of these and other 
professional experiences, Dr. Ramsey possesses particular knowledge and experience that strengthens 
the Board’s collective qualifications, skills and experience. 


James R. Zarley. Mr. Zarley, 68, currently serves as executive chairman of ValueClick, Inc., a 
single-source provider of media, technology and services across major interactive marketing channels. 
He has previously served as chief executive officer and chairman of the board, and has been a member 
of the board of directors of ValueClick since 1999. Mr. Zarley shaped the company into a global leader 
in online marketing solutions. In May 2007, Mr. Zarley stepped down from the chief executive officer 
role and became executive chairman to focus on the company’s corporate development program and 
European operations. In April 2010, Mr. Zarley returned to the chief executive officer role. Prior to 
joining ValueClick, Mr. Zarley was chief operating officer of Hiway Technologies, where he was a 
leading member of the management team that closed the merger with Verio in 1999. Prior to that, 

Mr. Zarley was chairman and chief executive officer of Best Internet until it merged with Hiway 
Technologies in 1998. Mr. Zarley also founded and later sold Quantech Information Services, now an 
ADP company. In addition, he spent 19 years at RCA in various senior management roles. Mr. Zarley 
was nominated as a director because of his chief executive experience in a developing industry, his 
information technology experience and his experience in acquisitions. As a result of these and other 
professional experiences, Mr. Zarley possesses particular knowledge and experience that strengthens the 
Board’s collective qualifications, skills and experience. 


Class II Directors (Terms Expiring at the 2015 Annual Meeting): 


Martin T. Hart. Mr. Hart, 77, has been a private investor in the Denver, Colorado area since 
1969. He has owned and developed a number of companies into successful businesses, and has served 
on the board of directors for many public and private corporations. Presently, Mr. Hart is serving on 
the board of directors of ValueClick, Inc. Through 2012, he served on the board of directors of 
MassMutual Corporate Investors, an investment company, and MassMutual Participation Investors, an 
investment company, and until June 2009, he served on the board of directors of Spectranetics 
Corporation, a medical device company. He also continues to serve on the board of directors of several 
private companies. Mr. Hart is a certified public accountant. He is the past Chairman of the Board of 


Trustees of Regis University. Mr. Hart was nominated as a director because of his experience on public 
company boards, his financial and accounting experience and his knowledge of the Company resulting 
from being a long-term investor. As a result of these and other professional experiences, Mr. Hart 
possesses particular knowledge and experience that strengthens the Board’s collective qualifications, 
skills and experience. 


W. Kent Taylor. Mr. Taylor, 57, is our founder and Chief Executive Officer, a position he resumed 
in August 2011. Mr. Taylor previously served as Chief Executive Officer from 2000 until 2004, at which 
time Mr. Taylor became Chairman of the Company, an executive position. Before his founding of our 
concept in 1993, Mr. Taylor founded and co-owned Buckhead Bar and Grill in Louisville, Kentucky. 
Mr. Taylor was appointed to the Board of Directors and the Compensation Committee of Papa John’s 
International, Inc., in May 2011. Mr. Taylor was nominated as a director because of his chief executive 
experience, his knowledge of the restaurant industry and his intimate knowledge of the Company as its 
founder. As a result of these and other professional experiences, Mr. Taylor possesses particular 
knowledge and experience that strengthens the Board’s collective qualifications, skills and experience. 


Class III Directors (Terms Expiring at the 2013 Annual Meeting): 


Gregory N. Moore. Mr. Moore, 63, served as the Senior Vice President and Controller of Yum! 
Brands, Inc. until he retired in 2005. He is currently a Financial Consultant and private investor. Yum! 
Brands is the worldwide parent company of Taco Bell, KFC and Pizza Hut. Prior to becoming Yum! 
Brands’ Controller, Mr. Moore was the Vice President and General Auditor of Yum! Brands. Before 
that, he was with PepsiCo, Inc. and held the position of Vice President, Controller of Taco Bell and 
Controller of PepsiCo Wines & Spirits International, a division of PepsiCola International. Before 
joining PepsiCo, he was an Audit Manager with Arthur Young & Company in its New York City and 
Stamford, Connecticut offices. Mr. Moore is a certified public accountant in the States of New York 
and California. In July 2011, Mr. Moore joined the board of Newegg, Inc., a privately held on-line 
retailer specializing in computer and computer-related equipment, and serves as the chair of the 
compensation committee and a member of both the audit committee and the nominating committee. 
Mr. Moore also serves on the board and chairs the audit committee of 3 Day Blinds, a private 
company, and serves on the board of EF&TRH Restaurants (HK) Holding Limited, a Texas 
Roadhouse, Inc. joint venture in China. Mr. Moore is being nominated as a director because of his 
extensive financial and accounting experience in the restaurant industry. As a result of these and other 
professional experiences, Mr. Moore possesses particular knowledge and experience that strengthens 
the Board’s collective qualifications, skills and experience. 


James F. Parker. Mt. Parker, 66, retired as Chief Executive Officer and Vice-Chairman of the 
Board of Southwest Airlines Co., a position he held from June 2001 through July 2004. Before serving 
at Southwest Airlines as Chief Executive Officer, Mr. Parker served as General Counsel of that 
company from 1986 until June 2001, and was previously a shareholder in the San Antonio, Texas law 
firm of Oppenheimer, Rosenberg, Kelleher and Wheatley. Mr. Parker serves as a member of the board 
of directors of Sammons Enterprises, Inc., a private company. Mr. Parker is being nominated as a 
director because of his chief executive experience, his knowledge of the value-based service industry 
and the similarity of cultures between Southwest Airlines and the Company. As a result of these and 
other professional experiences, Mr. Parker possesses particular knowledge and experience that 
strengthens the Board’s collective qualifications, skills and experience. 


Meetings of the Board of Directors 


The Board met on seven occasions and its standing committees (audit committee, compensation 
committee, and nominating and corporate governance committee) met on 24 occasions during our fiscal 
year ended December 25, 2012. Each incumbent director attended at least 75% of the aggregate 
number of meetings of the Board and its committees on which such director served during his period 


of service. In addition, the Company expects all members of the Board to attend the Annual Meeting. 
All members attended the 2012 Annual Meeting. Four regular Board meetings are currently scheduled 
for the fiscal year 2013. Executive sessions of non-employee directors, without management directors or 
employees present, are typically scheduled in conjunction with each regularly scheduled Board meeting. 
The role of each standing committee is more fully discussed below. 


Leadership Structure of the Board of Directors and Role of the Board of Directors in Risk Oversight 


The Board currently includes five independent directors and one employee director, and the 
positions of Chairman and Chief Executive Officer are occupied by the same individual. As noted 
above, Mr. Taylor was named Chairman of the Board in recognition of his founding and continuing 
leadership role in the Company, and has held that position since 2004. Mr. Taylor also resumed the 
position of Chief Executive Officer in August 2011. Mr. Taylor previously served as Chief Executive 
Officer from 2000 until 2004. We believe that the Company and its stockholders are best served by 
having Mr. Taylor serve in both positions because he is the person most familiar with our unique 
business model and the challenges we face in the current macro-economic environment. Mr. Taylor’s 
wealth of knowledge regarding Company operations and the industry in which we compete positions 
him to best identify matters for Board review and deliberation. Additionally, the combined role of 
Chairman and Chief Executive Officer unifies the Board with management and eliminates conflict 
between two leaders. We believe that the Company can more effectively execute its current strategy and 
business plans to maximize stockholder value if our Chairman is also a member of the management 
team. 


While the Board considers all of its members equally responsible and accountable for oversight 
and guidance of its activities, they also have designated an independent Lead Director elected annually 
by a majority of the Board of Directors. Gregory N. Moore currently serves as the independent Lead 
Director. The responsibility and authority of the independent Lead Director are delineated in our 
Corporate Governance Guidelines, which can be found on the Company’s website at 
www. texasroadhouse.com. 


The Board is responsible for overseeing the Company’s risk management strategies, including the 
Company’s implementation of appropriate processes to administer day-to-day risk management. The 
Board is informed about risk management matters as part of its role in the general oversight and 
approval of corporate matters. The Board gives clear guidance to the Company’s management on the 
risks it believes face the Company, such as the matters disclosed as risk factors in the Company’s 
Annual Report on Form 10-K. Furthermore, the Board has delegated certain risk management 
responsibilities to its committees. 


Through the audit committee’s charter, the Board has authorized it to oversee the Company’s risk 
assessment and risk management policies. The audit committee, in fulfilling its oversight 
responsibilities, regularly and comprehensively reviews specific risk categories which have been 
identified by management. The Company’s internal auditor regularly reports directly to the audit 
committee on the results of internal audits, the scope and frequency of which are based on 
comprehensive risk assessments which have been approved by the audit committee. Additionally, the 
Company’s risk committee regularly updates the audit committee on the results of their risk 
management activities, which are based on the company’s prioritized risk map that is updated annually, 
at a minimum, and approved by the audit committee. . The audit committee is routinely advised of 
operational, financial and legal risks both during and outside of regularly scheduled meetings, and the 
committee reviews and monitors specific activities to manage these risks, such as insurance plans, 
hedging strategies and internal controls. 


Through the compensation committee’s charter, the Board has authorized it to oversee officer and 
director compensation programs. The compensation committee, in fulfilling its oversight responsibilities, 


designs the compensation packages applicable to the executive officers and Board members. The 
compensation committee also consults with management on the payments of bonuses and grants of 
stock awards to key employees on a quarterly basis. 


The audit committee, in coordination with the compensation committee, performs an annual risk 
assessment of our compensation programs for all employees to determine whether these programs 
encourage unnecessary or excessive risk taking. In conducting this review, each of our compensation 
programs is evaluated on a number of criteria aimed at identifying any incentive programs that deviate 
from our risk management objectives. Based on this review in 2012, the committee concluded that we 
have the right combination of rewards and incentives to drive company performance, without 
encouraging unnecessary or excessive risk taking by our employees. Specifically, the audit committee 
identified the following components of our compensation programs that mitigate the likelihood of 
excessive risk taking to meet performance targets: equity incentive compensation in the form of 
restricted stock units which, for the Named Executive Officers and the Board of Directors, vest over a 
period of years; long term contracts and a financial buy-in requirement for restaurant management; a 
guaranteed base salary within our support center management personnel; minimums and maximums on 
profit sharing compensation within our support center management personnel; robust internal controls; 
operational focus on top line sales growth; and, a business model which focuses on a strong balance 
sheet, relatively low debt, prudent growth, and sustainable long term profitability. 


The Board’s oversight roles, including the roles of the audit committee and the compensation 
committee, combined with the leadership structure of the Board to include Company management, 
allow the Board to effectively administer risk management policies while also effectively and efficiently 
addressing Company objectives. 


Committees of the Board of Directors 


The Board has three standing committees: the audit committee, the compensation committee and 
the nominating and corporate governance committee. The Board has adopted a written charter for 
each of these committees, which sets out the functions and responsibilities of each committee. The 
charters of these committees are available in their entirety on the Company’s website, 
www.texasroadhouse.com. Please note, however, that the information contained on the website is not 
incorporated by reference in, or considered to be a part of, this proxy statement. The Board has also 
designated one of its members as an international liaison, responsible for overseeing the Corporation’s 
efforts in international expansion and reporting to the Board on those efforts. 


Audit Committee. As described in its charter, the audit committee assists our Board in fulfilling its 
oversight responsibility relating to: (i) the integrity of the Company’s financial statements, (ii) the 
Company’s compliance with legal and regulatory requirements, (iii) the independence and performance 
of the Company’s internal and external auditors and (iv) the Company’s internal controls and financial 
reporting practices. The audit committee is also required to pre-approve all audit and permitted 
non-audit services provided by our independent auditors. The audit committee reviews all of the 
Company’s earnings press releases and Quarterly and Annual Reports on Form 10-Q and Form 10-K 
prior to filing with the Securities and Exchange Commission (“SEC’’). The audit committee is also 
responsible for producing an annual report on its activities for inclusion in this proxy statement. All of 
the members of the audit committee are “independent,” as that term is defined in the listing standards 
under NASDAQ Marketplace Rule 5605(a)(2) and meet the criteria for independence under the 
Sarbanes-Oxley Act of 2002 and the rules adopted by the SEC. The audit committee is currently 
comprised of Messrs. Moore, Parker and Ramsey and is chaired by Mr. Moore. The Board evaluated 
the credentials of and designated Mr. Moore as an “audit committee financial expert” as required by 
Section 407 of the Sarbanes-Oxley Act of 2002. The audit committee met 16 times during the fiscal 
year 2012. 


Compensation Committee. As described in its charter, the compensation committee: (i) assists the 
Board in fulfilling its responsibilities relating to the design, administration and oversight of employee 
compensation programs and benefit plans of the Company’s executive officers, (ii) discharges the 
Board’s duties relating to the compensation of the Company’s directors and (iii) reviews the 
performance of the Company’s executive officers. The compensation committee is also responsible for 
reviewing and discussing with management the Compensation Discussion and Analysis in this proxy 
statement and recommending its inclusion in this proxy statement to the Board. All of the members of 
the compensation committee are “independent” under all applicable rules, including the listing 
standards under NASDAQ Marketplace Rule 5605(a)(2) and the requirements of the SEC. The 
members of the compensation committee are Messrs. Hart, Moore, Parker, Ramsey and Zarley. 

Mr. Parker chairs the committee. The compensation committee met five times during the fiscal year 
2012. 


Nominating and Corporate Governance Committee. As described in its charter, the nominating and 
corporate governance committee assists our Board in: (i) identifying individuals qualified to become 
Board members and recommending nominees to the Board either to be presented at the annual 
meeting or to fill any vacancies, (ii) considering and reporting periodically to the Board on matters 
relating to the identification, selection and qualification of director candidates and (iii) developing and 
recommending to the Board a set of corporate governance principles. The nominating committee 
routinely evaluates the size and composition of the Board and the variety of professional expertise 
represented by the Board members in relation to the Company’s business. All of the members of the 
nominating and corporate governance committee are “independent” under all applicable rules, 
including the listing standards under NASDAQ Marketplace Rule 5605(a)(2) and the requirements of 
the SEC. The members of the nominating and corporate governance committee are Messrs. Hart, 
Moore, Parker, Ramsey and Zarley. Mr. Moore chairs the committee. The nominating and corporate 
governance committee met three times during the fiscal year 2012. 


Policy Regarding Consideration of Candidates for Director 


Stockholder recommendations for Board membership should include, among other items, the name 
of the candidate, age, contact information, present principal occupation or employment, qualifications 
and skills, background, last five years’ employment and business experience, a description of current or 
previous service as director of any corporation or organization, other relevant biographical information 
and the nominee’s consent to service on the Board. A stockholder nominee will be requested to 
complete a detailed questionnaire in the form that current directors and officers complete. 


The nominating and corporate governance committee may consider such other factors as it may 
deem are in the best interest of the Company and its stockholders. If and when the Board determines 
that it is necessary or desirable to add or replace a director, the nominating and corporate governance 
committee is committed to seeking diverse candidates, taking into account diversity in all respects 
(including gender, race, age, board service, background, education, skill set, and financial acumen, 
along with knowledge and experience in areas that are relevant to the Company’s business), when 
forming the nominee pool. The manner in which the nominating and corporate governance committee 
evaluates a potential nominee will not differ based on whether the nominee is recommended by a 
stockholder of the Company. 


The Company currently retains a corporate recruiter to assist in identifying candidates for open 
positions at the Company. Upon request, this recruiter also assists in identifying and evaluating 
candidates for director, but the Company does not pay an additional fee for such service. 


Compensation of Directors 


As described more fully below, the following table summarizes the total compensation paid or 
accrued for fiscal year 2012 for each of the non-employee directors. 


Director Compensation Table 


Grant Date Fair 
Fees Earned Value of Stock 








or Paid in Cash Awards Total 
Name ($) ($) (1) ($) 
(a) (b) (c) (d) 
Martin Te Hatt oc fc dneihrand oak Ghee 26,500 382,500 409,000 
Gregory N. Moore..............-005- 80,500(2) 382,500 463,000 
James F Parker.............00000085 47,500(3) 382,500 430,000 
James R. Ramsey ................0-. 36,500 382,500 419,000 
James R. Zarley ...............-00--. 29,500 382,500 412,000 





(1) In January 2012, the non-employee directors were each granted 25,500 restricted stock 
units, which vest in one-third increments each year over three years. For restricted stock 
units, fair value is equal to the closing price of the Company’s common stock on the 
trading day immediately preceding the date of the grant, which was $15.00. No option 
awards were granted during the period of time covered by this table. 


The Company cautions that the amounts reported in the Director Compensation Table 
for these awards may not represent the amounts that the directors will actually realize 
from the awards. Whether, and to what extent, a director realizes value will depend on 
the Company’s actual operating performance, stock price fluctuations and the director’s 
continued service with the Company. 


(2) This amount includes a $20,000 annual fee for serving as the chairman of the audit 
committee, and a $20,000 annual fee for serving as the international liaison. 


(3) This amount includes a $10,000 annual fee for serving as the chairman of the 
compensation committee. 


Non-employee directors each receive an annual fee of $12,500. The chairperson of the audit 
committee receives an additional annual fee of $20,000, the chairperson of the compensation 
committee receives an additional annual fee of $10,000, and the international liaison receives an 
additional annual fee of $20,000. Each non-employee director receives $2,000 for each Board meeting 
he or she attends in person and $500 for each Board meeting he or she participates in telephonically. 
Additionally, each non-employee director receives $1,000 for each committee meeting he or she attends 
in person and $500 for each committee meeting he or she participates in telephonically. Occasionally, 
board members serve on temporary committees for which they also receive meeting fees and annual 
fees. 


Code of Ethics 


The Board has approved and adopted a Code of Business Conduct and Ethics that applies to all 
directors, officers and employees, including the Company’s principal executive officer and the principal 
financial officer. The Code of Business Conduct and Ethics is available in its entirety on the Company’s 
website, www. texasroadhouse.com. The Company intends to post amendments to, or waivers from, its 
Code of Business Conduct and Ethics, if any, that apply to the principal executive officer and the 
principal financial officer on its website. 
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STOCK OWNERSHIP INFORMATION 


The following table sets forth as of February 14, 2013 certain information with respect to the 
beneficial ownership of the Company’s common stock of (i) each executive officer named in the 
Summary Compensation Table (the “Named Executive Officers”), (ii) each director or nominee for 
director of the Company, (iii) all directors and current executive officers as a group, and (iv) each 
stockholder known by the Company to be the owner of 5% or more of the Company’s common stock. 


Common Stock(1) 





Common Stock 
Name Ownership(2) Percent 








Directors, Nominees and Named Executive Officers: 


W. Kent Taylor(3) sa083c5% chod oa se dene gees nnes Row hee baka he ee as 6,633,906 9.6% 
Scott IM: CoOlOSt wx 4.3. ee peiW ow Sie ie BY SR oe SE We 8 So ee a 125,498 . 
Steven L. OrtiZ esc ced bde a Pee Les SHO ea EEA EER e Lea Oe REESE Ow RS 352,679 * 
G,. Pricé: COOper LV. ecad Oh neea he wae ede bt nee ye Oe 2 ead oe ae 29,353 * 
Jill Marchant 4.034 6d ek ea kes Ewe EOE a EHS EDS ROR ERE REDO REE ERS — * 
Martin Ts Aarts. 5.26 48.680 a oe aie ais ts 4 hb lb Sea Wie BO, ed Set el 211,753 a 
Gregory N:. MOOK. 622 cs seeded obs ee de Rea eee DER ORS eee EEE ERD ERS 81,832 - 
James. Fy Parkers: 6.20 4. 4.asiA wedi, ob eal baie need 4 Ged wi ded a ge aioe, ae 89,560 * 
James R. RaMS€y si 5 gs ea ee Ha SR RE SEED ORES DEES REESE REO REED ES 80,418 * 
James: Re Zar ley io /s-2 5 G9 a 5a bee oe ce ares oe 68, Sa i Wares oats Si doe Sh 78,500 7 
Directors, Nominees and All Executive Officers as a Group (10 Persons) ..... 7,683,499 11.1% 
Other 5% Beneficial Owners** 

Capital Research Global Investors(4)............... 0.000000 e eee eee 4,672,200 6.6% 


333 South Hope Street 
Los Angeles, California 90071 

Blackrock: InG:(5 )v.- 2 anes an alee hee 4 ence eet oe, add hits & wa hie ence oo a 4,436,741 6.3% 
40 East 52nd Street 
New York, New York 10022 

PMR: LE C(6) cece ke 5s Rese bene Sed Hens ho et Gne Shoe de beset 6,837,443 9.7% 
82 Devonshire Street 
Boston, Massachusetts 02109 

Steven A. Cohen?) 4.244.644 th440 Uda aoa oe eee ee Bale oes 4,732,487 6.8% 
72 Cummings Point Road 
Stamford, Connecticut 06902 

The Vanguard Group(8) ... 6.0... eee eens 3,702,003 5.2% 
100 Vanguard Blvd. 
Malvern, PA 19355 





Represents beneficial ownership of less than 1.0% of the outstanding shares of class. 


This information is based on stock ownership reports on Schedule 13G filed by each of these 
stockholders with the SEC as of February 14, 2013. 


(1) Based upon information furnished to the Company by the named persons and information 
contained in filings with the SEC. Under the rules of the SEC, a person is deemed to beneficially 
own shares over which the person has or shares voting or investment power or has the right to 
acquire beneficial ownership within 60 days, and such shares are deemed to be outstanding for the 
purpose of computing the percentage beneficially owned by such person or group. However, we do 
not consider shares of which beneficial ownership can be acquired within 60 days to be outstanding 
when we calculate the percentage ownership of any other person. “Common Stock Ownership” 
includes (a) stock held in joint tenancy, (b) stock owned as tenants in common, (c) stock owned or 
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(2) 


(3) 


(4) 


(5) 


(6) 


(7) 


(8) 


held by spouse or other members of the reporting person’s household and (d) stock in which the 
reporting person either has or shares voting and/or investment power, even though the reporting 
person disclaims any beneficial interest in such stock. 


The following table lists the shares to which each named person has the right to acquire beneficial 
ownership within 60 days of February 14, 2013 through the exercise of stock options or the vesting 
of restricted stock units granted pursuant to our equity incentive plan; these shares are included in 
the totals above as described in footnote (1): 


Shares which 
may be acquired 
within 60 days 
pursuant to 
Name stock awards 


W.KReitt Taylor aoc. 0 as dphece es Ue 4 alge OG. a Bebe kee te — 
Scott M.. Cols ss¢44.¢004e404844 00045848 Looe ae eee Eee S ES — 
Steven Ti OMIZ 56 eho Gg naa a hades ela beard ha waa ed eas 77,896 
Gy’ Price: Cooper, IV vices a eevee OS a eeni ees eee en Boa eed’ — 
Jill Marchant ¢. 6 ¢--40w,a) Soe She poe wie oo Se Ee Be Hs ES ee aS — 





Martin: T. Hart: 540.6 444 otone be needs SASS OS ERAS REE ES 40,000 
Gregory N. MOOLe: 2 bese et ea etal nde oe eee GG eee a ees 40,000 
James: Parkers: s:2a00 8 < seh ha ak ne doe Hw aka & Sh a A we Bw aye 40,000 
James Ri: RAMSEY’ +... x66 oie oa ee Eee ew Se a ae ee — 
James: Re: Zarley: <4. 4 42 ei bas oe ae SSsis ov ee dens bleed ess Se 40,000 
Directors, Nominees and All Executive Officers as a Group (10 

Persons). 65.0.4 sed dead hatin ae dea San anad eee hh ad abe hae 237,896 


Mr. Taylor’s address is c/o Texas Roadhouse, Inc., 6040 Dutchmans Lane, Louisville, 
Kentucky 40205. 


As reported on the Schedule 13G/A filed by Capital Research Group Investors with the SEC on 
February 13, 2013, it has sole voting and dispositive power with respect to these shares. 


As reported on the Schedule 13G/A filed by Blackrock, Inc. with the SEC on February 5, 2013, it 
has sole voting and dispositive power with respect to these shares. 


As reported on the Schedule 13G/A filed by FMR LLC with the SEC on February 14, 2013, it has 
sole dispositive power with respect to these shares and sole voting power with respect to 100,082 
shares. 


As reported on the Schedule 13G/A filed by Steven A. Cohen with the SEC on February 14, 2013, 
he shares voting and dispositive power with respect to 4,732,487 shares, in whole or in part, 

with S.A.C. Capital Advisors, L.P., a Delaware limited partnership (560,829 shares), S.A.C. Capital 
Advisors, Inc., a Delaware corporation (560,829 shares), and Sigma Capital Management, LLC, a 
Delaware limited liability company (1,525,000 shares). S.A.C. Capital Advisors, L.P. and S.A.C. 
Capital Advisors, Inc. share Mr. Cohen’s business address at 72 Cummings Point Road, Stamford, 
Connecticut 06902. Sigma Capital Management, LLC’s business address is 540 Madison Avenue, 
New York, New York 10022. 


As reported on the Schedule 13G filed by The Vanguard Group with the SEC on February 12, 
2013, it has sole voting power with respect to 89,224 shares, sole dispositive power with respect to 
3,615,079 shares, and shared dispositive power with respect to 86,924 shares. 
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Section 16(a) Beneficial Ownership Reporting Compliance 


Section 16(a) of the Exchange Act requires the Company’s directors and officers, and persons who 
beneficially own more than 10% of a registered class of the Company’s equity securities, to file with the 
SEC initial reports of stock ownership and reports of changes in stock ownership and to provide the 
Company with copies of all such filed forms. Based solely on its review of such copies or written 
representations from reporting persons, the Company believes that all reports were filed on a timely 
basis during the fiscal year ended December 25, 2012. 
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EXECUTIVE COMPENSATION 
Compensation Discussion and Analysis 


The Company’s compensation committee reviews and establishes executive compensation in 
connection with each Named Executive Officer’s employment agreement. We entered into new 
employment agreements (the “Employment Agreements”) with W. Kent Taylor, Scott M. Colosi, 
Steven L. Ortiz, G. Price Cooper, IV and Jill Marchant, our Named Executive Officers, on January 6, 
2012, each of which expires on January 7, 2015. 


Each officer’s Employment Agreement establishes a base salary which is to remain constant 
throughout the term of the agreement, and an incentive bonus amount based on the achievement of 
defined goals to be established by the compensation committee. Each officer’s Employment Agreement 
also provides for the grant of restricted stock units, which grant the officers the conditional right to 
receive shares of our common stock upon vesting. Each officer has agreed not to compete with us 
during the term of his or her employment and for a period of two years following his or her 
termination of employment, unless the officer’s employment is terminated without cause following a 
change in control, in which case the officer has agreed not to compete with us through the date of the 
last payment of the officer’s severance payments. The Employment Agreements contain a “clawback” 
provision that enables the Company to seek reimbursement to the Company of any compensation paid 
to any Named Executive Officer which is required to be recovered by any law, governmental regulation 
or order, or stock exchange listing requirement. 


The underlying philosophy reflected in the Employment Agreements is to provide the Named 
Executive Officers with a compensation package which, in total, would promote the sustained 
profitability of the Company and align the interests of our executive officers with those of our 
stockholders by tying a significant amount of each officer’s compensation to the overall performance of 
the Company. The compensation packages contained in those agreements also reflect a pragmatic 
response to external market conditions; that is, compensation that is competitive with comparable 
positions in similar industries, including the casual dining sector of the restaurant industry, but which is 
reasonable and in the best interests of our stockholders. We believe that the overall design of the 
compensation packages, along with the culture and values of our Company, allows us to attract and 
retain top talent, while also keeping the Named Executive Officers focused on both long-term business 
development and short-term financial growth. 


The compensation committee did not use a compensation consultant in determining the 
compensation packages under the Employment Agreements, and did not apply a set formula for 
allocating between cash and equity in developing the total compensation packages. Rather, the 
compensation committee applied the business judgment of the committee members to design 
compensation packages for the Named Executive Officers based on the specific philosophies described 
herein taking into account all surrounding facts and circumstances. In deciding to continue with our 
existing executive compensation practices, our compensation committee considered that the holders of 
over 91% of the votes cast at our 2012 Annual Meeting on an advisory basis approved the 
compensation of our named executive officers as disclosed in the proxy statement for that Annual 
Meeting. While the compensation committee consulted with each of the executive officers in advance 
of the final approval of the Employment Agreements, none of the executive officers, including 
Mr. Taylor, participated in the creation of the compensation packages contained therein. 


Elements of Compensation 
Base Salary 


Base salaries for our Named Executive Officers are designed to provide a secure base of 
compensation which will be effective in motivating and retaining key executives. The actual amounts 
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paid to each Named Executive Officer during the fiscal year 2012 pursuant to the Employment 
Agreements are more fully described in “Executive Compensation.” 


Each officer’s Employment Agreement establishes an annual salary as shown in the table below 
which is to remain constant throughout the term of the agreement. 


Annual Salary 
i) 
W. Kent Taylors. 4 a6 os toes bee ag tt adotin ed obec dSawetaas 525,000 
Chairman, Chief Executive Officer 
Scott M: Colosits «sss b4 085 646 6 eae Raw hae toad 2 WAS Caw dws 400,000 
President 
Steven Dy Oniz sx sec dcwdue tne aie Sik ae See Sn we SAA AS BAO AES 480,000 
Chief Operating Officer 
Gy Price: Cooper TV is cnc es Gare Kies ee dee ea Kae Bae alesis ble 250,000 
Chief Financial Officer 
Jill Marchant. 0 sso sca and ahaa oad 2 a Sand aad aeeata Se ASS OER ES 225,000 


General Counsel 


Incentive Bonus 


Incentive bonuses are designed to reward our Named Executive Officers for the success of the 
Company, as measured by growth in the Company’s earnings per diluted share (““EPS’’), and for each 
officer’s individual contribution to that success. It is our belief that a significant amount of each 
officer’s compensation should be tied to the performance of the Company. Accordingly, the 
compensation committee has established a two-pronged approach to tying the incentive compensation 
to Company performance. Under this approach, 50% of the target incentive bonus is awarded based on 
whether the Company achieves an annual EPS growth target established by the committee. The other 
50% is based on a profit sharing pool comprised of 1.5% of the Company’s pre-tax profits (income 
before taxes minus income attributable to non-controlling interests, as reported in our audited financial 
statements), which pool is distributed among our Named Executive Officers and certain other members 
of the Company’s director-level management. Depending on the level of achievement of the EPS target 
each year, 50% of the incentive bonus may be reduced to a minimum of $0 or increased to a maximum 
of two times the base amount. Each one percent change from the EPS target results in an increase or 
decrease of ten percent to the portion of the base bonus attributable to the achievement of the EPS 
growth target. For example, if we achieve 11% EPS growth, the bonus payable would be 110% of the 
portion of the base bonus attributable to the achievement of the EPS growth target. Conversely, if we 
achieve nine percent the bonus payable would be 90% of the portion of the base bonus attributable to 
the achievement of the EPS growth target. The remaining 50% of the officers’ incentive bonus will 
fluctuate directly with Company pre-tax profits. The annual profit sharing component allows the Named 
Executive Officers to participate in a profit sharing pool with other members of the Company’s 
director-level management team. By allowing this level of participation in the Company’s overall profits, 
the committee encourages responsible growth and aligns the interests of the officers with those of other 
management employees in the Company. This portion of the incentive bonus may be reduced to a 
minimum of $0 if the Company ceases to be profitable, and may be increased to a maximum of two 
times the base amount established for each individual participant. Both portions of the incentive bonus 
can be adjusted by the compensation committee for acquisitions or divestitures, accounting changes and 
other extraordinary costs. A target of ten percent EPS growth was approved for fiscal year 2012, which 
represented management’s estimate of a fair long-term growth goal, balancing historical growth trends 
and the desire to increase stockholder value with the uncertainty of the macroeconomic environment. 
In February 2013, bonuses were paid to the officers at 116% of the base amount, based in part on 
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actual EPS growth of 12.5% during fiscal year 2012. The actual amounts earned by each Named 
Executive Officer during fiscal year 2012 are more fully described in “Executive Compensation.” 


During fiscal year 2012, we paid bonuses on a quarterly basis, based upon achievement of quarterly 
targets that equal, in the aggregate, the annual target. On November 30, 2012, each of the Named 
Executive Officers entered into an amendment to their Employment Agreement which allows the 
compensation committee to elect to pay bonuses on an annual basis in order to qualify the incentive 
compensation for certain Named Executive Officers as tax-deductible compensation under 
Section 162(m) of the Internal Revenue Code. 


Executive Incentive Compensation for the Fiscal Year 2012 








Base Minimum Maximum 
Name Bonus $ Bonus $ Bonus $ 
W. Kent Taylors: 6.9084, e124 ed $0 4b Oe i oe ee 525,000 — 1,050,000 
Scott M..Colosl, 44.4 2404408 04448444 aed dha ed 300,000 — 600,000 
Steven JIL. O1tiZ) .a.04 oa eee cS a Rew aes wee RG 480,000 — 960,000 
G. Price: Cooper, TV se vic cy ee aban ey ca Seas es 150,000 — 300,000 
Jill Marchant ...0540s4602%8 4088 64% 4b4e 4844 O05 100,000 — 200,000 


Stock Awards 


Prior to fiscal year 2008, we made equity awards in the form of stock options, some of which 
remain outstanding as noted in the Outstanding Equity Awards table below. Currently, we make equity 
awards in the form of restricted stock units, which represent the conditional right to receive one share 
of our common stock upon satisfaction of the vesting requirements. 


We believe that restricted stock units offer the Named Executive Officers a financial interest in the 
Company and align their interests with those of our stockholders. The value of a restricted stock unit is 
dependent upon the price of our common stock on the date of vesting. Therefore, a recipient of a 
restricted stock unit is motivated to improve the Company’s performance in the hope that the 
performance will be reflected by the stock price. Restricted stock units also serve to retain the Named 
Executive Officers as they vest over a period of time. The number of restricted stock units granted to 
each officer reflects each officer’s job responsibilities and individual contribution to the success of the 
Company. 


The number of restricted stock units granted under the Employment Agreements are shown in the 
table below. The grants vest in one-third increments each January 7 over a three-year period beginning 
on January 7, 2013 and ending on January 7, 2015. In addition, Ms. Marchant was granted 3,118 
restricted stock units on February 27, 2012, pursuant to the terms of her prior employment agreement. 


Restricted Stock 
Units granted 
pursuant to 


Employment 

Agreements 
W. Kent Tayl0t cia scs8e659 4 ¢eGec4onnehens bee cee esaaaades 210,000 
SCOtE IM. COlOst. 8s ecko odie teed GR, Hw ae Pea eR a 150,000 
Stevem MOL Z sr a paces aes ste ahs Sass oe Sg ae eae 180,000 
Gs. Price: COPEL LV. adacaasots ot Serwtidnath cig gat oath Seow otnea: hoes 75,000 
Jill Marchant: 5630-4 ¢ sont-h3h-ba as ae aes Se ee Sa eek Ses 45,000 
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Separation and Change in Control Arrangements 


Except in the event of a change in control, the Employment Agreements with Messrs. Taylor and 
Ortiz provide that no severance will be paid to either of them upon termination of employment, but 
each is entitled to receive a gift of a crisp $100 bill if his employment is terminated by the Company 
without cause before the end of the term. Except in the event of a change in control, the Employment 
Agreements with Mr. Colosi, Mr. Cooper and Ms. Marchant provide that if the Company terminates 
their employment without cause before the end of the term, the Company will pay a severance payment 
equal to any bonus for a quarter or year already ended (even if not yet paid at termination), plus the 
officer’s base salary for a period of 180 days, and payment of a fixed sum ($150,000 for Mr. Colosi, 
$75,000 for Mr. Cooper, and $50,000 for Ms. Marchant). Similar payments are due to the officers if 
employment is terminated by reason of death or disability before the end of the term. The Company 
provides these severance payments to allow for a period of transition and in exchange for a full release 
of claims against the Company. The salary component of the severance payments is subject to 
deductions and withholdings and is to be paid to the officers in periodic installments in accordance 
with our normal payroll practices. The fixed sum is paid in a single lump sum, and any bonus 
component of the severance payments for a performance period that ended before termination is to be 
paid on the same date as the payment would have been made had his or her employment not been 
terminated. 


The Employment Agreements also provide that if the officer’s employment is terminated other 
than for cause following a change in control, or if the officer resigns for good reason following a 
change in control because he or she is required to relocate, the Company’s successor does not agree to 
be bound by the agreement, or the officer’s responsibilities, pay or total benefits are reduced, such 
officer will receive severance payments in an amount equal to the officer’s base salary and incentive 
bonus for a period which is the longer of the remainder of the term of the agreement or one year. In 
addition, the officer’s unvested stock options or other stock awards, if any, will become vested as of the 
date of termination. The payments and acceleration of vesting of the stock options or other stock 
awards are contingent upon the officer signing a full release of claims against the Company. The salary 
component of the severance payments is subject to deductions and withholdings and is to be paid to 
the officers in periodic installments in accordance with our normal payroll practices or in a lump sum 
at the discretion of the compensation committee and in compliance with Section 409A of the Internal 
Revenue Code. The bonus component of the severance payments to the officers is to be paid on the 
same date as the payment would have been made had his or her employment not been terminated. 


According to the terms of the Employment Agreements, a change in control means that one of the 
following events has taken place: (1) the stockholders of the Company approve (a) a merger or 
statutory plan of exchange involving the Company (‘‘Merger’’) in which the Company is not the 
continuing or surviving corporation or pursuant to which the Common Stock, $0.001 par value 
(“Common Stock’) would be converted into cash, securities or other property, other than a Merger 
involving the Company in which the holders of Common Stock immediately prior to the Merger have 
substantially the same proportionate ownership of common stock of the surviving corporation after the 
Merger, or (b) a sale, lease, exchange, or other transfer (in one transaction or a series of related 
transactions) of all or substantially all of the assets of the Company or the adoption of any plan or 
proposal for the liquidation or dissolution; (2) during any period of 12 months or less, individuals who 
at the beginning of such period constituted a majority of the Board of Directors cease for any reason 
to constitute a majority thereof unless the nomination or election of such new directors was approved 
by a vote of at least two-thirds of the directors then still in office who were directors at the beginning 
of such period; (3) a tender or exchange offer (other than one made by (a) the Company, or 
(b) W. Kent Taylor or any corporation, limited liability company, partnership, or other entity in which 
W. Kent Taylor owns a direct or indirect ownership of 50% or more, or controls 50% or more of the 
voting power [collectively, the “Taylor Parties”) is made for the Common Stock (or securities 
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convertible into Common Stock) and such offer results in a portion of those securities being purchased 
and the offeror after the consummation of the offer is the beneficial owner (as determined pursuant to 
Section 13(d) of the Securities Exchange Act of 1934, as amended [the “Exchange Act’]), directly or 
indirectly, of securities representing in excess of the greater of at least 20 percent of the voting power 
of outstanding securities of the Company or the percentage of the voting power of the outstanding 
securities of the Company collectively held by all of the Taylor Parties; or (4) any person other than a 
Taylor Party becomes the beneficial owner of securities representing in excess of the greater of 

20 percent of the aggregate voting power of the outstanding securities of the Company as disclosed in a 
report on Schedule 13D of the Exchange Act or the percentage of the voting power of the outstanding 
securities of the Company collectively held by all of the Taylor Parties. Notwithstanding anything in the 
foregoing to the contrary, no change of control shall be deemed to have occurred for purposes of an 
individual Employment Agreement by virtue of any transaction which results in the affected Named 
Executive Officer, or a group of persons which includes the affected Named Executive Officer, 
acquiring, directly or indirectly, securities representing 20 percent or more of the voting power of 
outstanding securities of the Company. 


The estimated amounts that would be payable to a Named Executive Officer under these 
arrangements are more fully described in “Termination, Change of Control and Change of 
Responsibility Payments.” 


Compensation Committee Report 


The compensation committee has reviewed and discussed the Compensation Discussion and 
Analysis required by Item 402(b) of Regulation S-K with management. Based on such review and 
discussions, the compensation committee recommended to the Board that the Compensation Discussion 
and Analysis be included in this proxy statement and incorporated by reference into the Company’s 
Annual Report on Form 10-K for the year ended December 25, 2012. 


All members of the compensation committee concur in this report. 


James F. Parker, Chair 
Martin T. Hart 
Gregory N. Moore 
James R. Ramsey 
James R. Zarley 
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Summary Compensation Table 


The following table sets forth the total compensation paid or accrued during the fiscal years 2012, 


2011, and 2010 for W. Kent Taylor, our Chairman and Chief Executive Officer, and G. Price 
Cooper, IV, our Chief Financial Officer. It also includes such information for each of our three other 
most highly compensated executive officers during 2012, 2011, and 2010, as applicable. 











Grant Date Non-equity 
Fair Value of — Incentive Plan All Other 
Salary Bonus Stock Awards Compensation Compensation Total 

Name and Principal Position Year ($) ($) (1) ($)(2)(3) ($) ($) ($) (3) 

(a) (b) (c) (d) (e) (f) (i) Gj) 

W. Kent Taylor ............ 2012 525,000 — 3,200,400(i) 490,637 9,000 4,225,037 
Chairman, Chief Executive 2011 300,000 — — 305,800 9,000 614,800 
Officer 2010 300,000 — — 380,800 9,000 689,800 

G. Price Cooper, IV(4) ...... 2012 250,000 200 1,143,000) 164,405 9,000 1,566,605 
Chief Financial Officer 2011 217,961 200 — 132,556 9,000 359,717 

Scott M. Colosi............ 2012 400,000 200 2,286,000(i) 391,700 9,000 3,086,700 
President 2011 334,615 200 = 723,339(ii) 388,019 9,000 = 1,455,173 

2010 300,000 200 — 476,000 9,000 785,200 

Steven L. Ortiz ............ 2012 480,000 200 2,743,200(1) 603,280 9,000 3,835,680 

Chief Operating Officer 2011 460,000 200 1,012,661(ii) 611,600 9,000 2,093,461 
2010 460,000 — — 761,600 9,000 = 1,230,600 

Jill Marchant(5) ........... 2012 225,000 100 = 738,245(iii) 95,653 18,797(6) 1,077,795 
General Counsel 2011 79,615 50,000 16,256(iv) 25,000 12,328 183,199 

(1) Except as discussed in footnote (5) below, this column represents holiday bonus awards paid to the 

Named Executive Officers for the fiscal years ended December 25, 2012, December 27, 2011, and 
December 28, 2010. 
(2) Column (e) reflects the grant date fair value of the awards pursuant to the Company’s equity 


incentive program in accordance with ASC 718. For restricted stock units, fair value is equal to the 
closing price of the company’s common stock on the trading day immediately preceding the date of 
the grant, which is set forth below: 


(i) $15.24 
(ii) $17.36 


(iii) $15.24, with respect to the 45,000 restricted stock units granted pursuant to 
Ms. Marchant’s current Employment Agreement; $16.82 with respect to the 3,118 restricted stock 
units granted on February 27, 2012, pursuant to the terms of Ms. Marchant’s prior employment 
agreement. 


(iv) $14.36 


The Company cautions that the amounts reported in the Summary Compensation Table for these 
awards may not represent the amounts that the Named Executive Officers will actually realize 
from the awards. Whether, and to what extent, a Named Executive Officer realizes value will 
depend on the Company’s actual operating performance, stock price fluctuations and the Named 
Executive Officer’s continued service with the Company. Additional information on all outstanding 
stock and option awards is reflected in the “Grants of Plan-Based Awards Table” and the 
“Outstanding Equity Awards at Fiscal Year End Table.” 
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(3) The 2012 amounts include the full grant date fair value of the restricted stock units granted to the 
Named Executive Officers in their respective Employment Agreements; however, the grants vest in 
one-third increments each January 7 over a three-year period beginning on January 7, 2013 and 
ending on January 7, 2015. As a result the officers did not realize the total amounts reported in 
columns (e) and (g) in fiscal year 2012. 


(4) Mr. Cooper assumed the position of Chief Financial Officer on August 17, 2011. Prior to that date, 
he was employed as Vice President of Finance, a position he also held during fiscal year 2010. 


(5) Ms. Marchant assumed the position of General Counsel on December 1, 2011. Prior to that date, 
she was employed as Special Counsel, a position she held since August 15, 2011. 


(6) This amount consists of a $7,800 auto allowance and $10,997 in relocation assistance. 


Grants of Plan-Based Awards in Fiscal Year 2012 


The following table presents information with respect to grants of stock awards to the Named 
Executive Officers during fiscal year 2012. 


Grants of Plan-Based Awards Table 


All Other Stock Grant Date Fair 





Awards: Number Value of 
of Shares of Stock Stock and Option 
or Units Awards 
Name Grant Date (#)(1) ($) (2) 
(@) (b) (c) (d) 
W. Kent Taylor ........... January 6, 2012 210,000 3,200,400 
Scott M. Colosi........... January 6, 2012 150,000 2,286,000 
Steven L. Ortiz ........... January 6, 2012 180,000 2,743,200 
G. Price Cooper, IV........ January 6, 2012 75,000 1,143,000 
Jill Marchant............. January 6, 2012 45,000 685,800 
February 27, 2012 3,118 52,445 





(1) Each stock award listed in column (c) consists of restricted stock units, where each unit 
represents the conditional right to receive one share of our common stock upon 
satisfaction of vesting requirements. The grants vest in 1/3 increments each January 7 
over a three-year period beginning on January 7, 2013 and ending on January 7, 2015. 
See the “Compensation Discussion and Analysis” for the conditions of accelerated vesting 
upon termination of employment other than for cause. 


(2) Column (d) reflects the grant date fair value of the awards pursuant to the Company’s 
equity incentive program in accordance with ASC 718. For restricted stock units, fair 
value is equal to the closing price of the company’s common stock on the trading day 
immediately preceding the date of the grant, which was $15.24, except with respect to the 
grant made to Ms. Marchant on February 27, 2012, for which the grant date fair value 
was $16.82. 


The Company cautions that the amounts reported in the Grants of Plan-Based Awards 
Table for these awards may not represent the amounts that the Named Executive Officers 
will actually realize from the awards. Whether, and to what extent, a Named Executive 
Officer realizes value will depend on the Company’s actual operating performance, stock 
price fluctuations and the Named Executive Officer’s continued employment. The 
Company also notes that these grants vest in one-third increments each January 7 over a 
three-year period beginning on January 7, 2013 and ending on January 7, 2015. As a 
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Outs 


result the officers did not realize the amounts reported in columns (c) and (d) in fiscal 
year 2012. 


tanding Equity Awards 


The following table presents information with respect to outstanding stock option and stock awards 
as of December 25, 2012 by the Named Executive Officers. 


Outstanding Equity Awards at Fiscal Year End Table 














Option Awards Stock Awards 
Number of Number of Number of Market Value 
Securities Securities Shares or of Shares or 
Underlying Underlying Units of Units of 
Unexercised Unexercised Option Stock That Stock That 
Options Options Exercise Option Have Not Have Not 
Exercisable | Unexercisable Price Expiration Vested Vested 
Name (#) (#) ($) Date(1) (#)(2) ($) (3) 
(a) (b) (c) (d) (e) (f) (g) 
W. Kent Taylor ......... — — NA NA 210,000(i) = 3,532,200 
Scott M. Colosi......... — — NA NA 191,667(4i) 3,223,839 
Steven L. Ortiz......... 77,896 — 8.75  10/08/2014(i) 238,333(iii) 4,008,761 
G. Price Cooper, IV ..... — — NA NA 75,000(iv) 1,261,500 
Jill Marchant .......... — — NA NA 49,250(v) 828,385 
(1) The option vesting date is 10/08/2007 


(2) 


(3) 


See the “Compensation Discussion and Analysis” for the conditions of accelerated vesting upon 
termination of employment other than for cause. 


The vesting schedule is as follows: 


(i) 70,000 shares on January 7, 2013; 70,000 shares on January 7, 2014; and 70,000 shares on 
January 7, 2015 


(ii) 91,667 shares on January 7, 2013; 50,000 shares on January 7, 2014; and 50,000 shares on 
January 7, 2015 


(ii) 118,333 shares on January 7, 2013; 60,000 shares on January 7, 2014; and 60,000 shares on 
January 7, 2015 


(iv) 25,000 shares on January 7, 2013; 25,000 shares on January 7, 2014; and 25,000 shares on 
January 7, 2015 


(v) 15,000 shares on January 7, 2013; 15,000 shares on January 7, 2014; 4,250 shares on 
August 15, 2014; and 15,000 shares on January 7, 2015 


See the Compensation Discussion and Analysis for the conditions of accelerated vesting upon 
termination of employment other than for cause. 


Market value was computed using the Company’s closing stock price on December 24, 2012 of 
$16.82 per share. The Company’s fiscal year ended on December 25, 2012, a day on which 
NASDAQ was closed. 


Options Exercised and Stock Vested 


The following table presents information with respect to stock options exercised and stock awards 


vested during the fiscal year ended December 25, 2012 by the Named Executive Officers. 
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Option Exercises and Stock Vested Table 











Option Awards Stock Awards 
Number of Number o 
Shares Acquired Value Realized Shares Acquired Value Realized 

on Exercise on Exercise on Vesting on Vesting 
Name (#) ($)() (#) ($)(2) 
(a) (b) (c) (d) (e) 
W. Kent Taylor ....... — NA — NA 
Scott M. Colosi....... 117,335 976,454 31,250 476,250 
Steven L. Ortiz ....... 242,666 2,260,853 43,750 666,750 
G. Price Cooper, IV ... — NA 10,000 184,000 
Jill Marchant......... — NA — NA 





(1) The value realized upon exercise of options represents the difference between the market 
value of the underlying securities at exercise and the exercise price of the options. 


(2) The value realized upon vesting of restricted stock units represents the market value of 
the underlying shares on the vesting date. 


Termination, Change of Control and Change of Responsibility Payments 


If a Named Executive Officer resigns or is terminated for cause prior to the expiration of the term 
of his or her Employment Agreement, the officer shall receive payment of his or her annual base salary 
then in effect through the date of resignation or termination. 


If a Named Executive Officer is terminated prior to the expiration of the term of his or her 
Employment Agreement as a result of death or disability, such officer’s beneficiary or estate shall be 
entitled to receive an amount equal to such officer’s annual base salary then in effect through the date 
of termination due to death or disability, plus any earned but unpaid bonus, plus the amount of such 
officer’s annual base salary then in effect for 180 days following the termination, plus a fixed bonus 
amount as follows: for Mr. Taylor, $262,500; for Mr. Colosi, $150,000; for Mr. Ortiz, $240,000; for 
Mr. Cooper, $75,000; and for Ms. Marchant, $50,000. 


The following table lists the estimated amounts payable to a Named Executive Officer pursuant to 
the Employment Agreements if his or her employment had been terminated without cause unrelated to 
a change of control on December 25, 2012, the last day of our fiscal year, provided that each officer 
signed a full release of all claims against us. 


Termination Payments Table 


Estimated Value of 








Estimated Newly Vested 

Payments Stock Awards Total 
Name ($)() ($)(2) ($) 
(a) (b) (c) (d) 
W. Kent Taylor ................02000. 100 3,532,200 3,532,300 
Scott IM: Colosies.4 is« a dawns eae We wad 347,260 3,223,839 3,571,099 
Stéven L, OFtiZ.s os 45 ¢04 8 638% 64 ORES as 100 4,008,761 4,008,861 
G,; Price ‘Cooper, [Vance ie ase gee ae 198,288 1,261,500 1,459,788 
Jul Marchant. ..3 5424086 46408.70 000445 160,959 828,385 989,344 





(1) Messrs. Taylor and Ortiz were each entitled to a crisp $100 bill upon the termination of 
their employment without cause. If the employment of Mr. Colosi had been terminated 
under those circumstances, he would have received the proportionate share of his annual 
base salary then in effect ($400,000) for 180 days, plus $150,000. If the employment of 
Mr. Cooper had been terminated under those circumstances, he would have received the 
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(2) 


proportionate share of his annual base salary then in effect ($250,000) for 180 days, plus 
$75,000. If the employment of Ms. Marchant had been terminated under those 
circumstances, she would have received the proportionate share of her annual base salary 
then in effect ($225,000) for 180 days, plus $50,000. 


Each officer’s restricted stock units would have become immediately vested upon a 
termination of his or her employment without cause. The amounts shown in this column 
represent the value of the restricted stock units at the closing price of our common stock 
on December 24, 2012, which was $16.82. The number of restricted stock units which 
would have vested on that date is shown in “Outstanding Equity Awards.”’ None of the 
Named Executive Officers had unvested stock options as of December 25, 2012. 


The following table lists the estimated amounts payable to a Named Executive Officer if his or her 
employment had been terminated without cause following a change of control, or if any of the officers 
had resigned his or her position for good reason following a change of control, on December 25, 2012, 
the last day of our fiscal year, provided that each officer signed a full release of all claims against us. 


Change in Control, Change in Responsibilities Payments Table 


Estimated Value of 





Estimated Newly Vested 

Payments Stock Awards Total 
Name ($) (1) ($) (2) ($) 
(a) (b) (c) (d) 
W. Kent Taylor ...............-000-5 1,585,096 3,532,200 5,117,296 
Scott M. Colosi.... 2... 0... eee ee 1,107,692 3,223,839 4,331,531 
steven .L. OriZ oo saccade dade de 5 1,449,231 4,008,761 5,457,992 
G..Pricé COOpero lV: ai ein etd ee Gale gow’ 654,808 1,261,500 1,916,308 
Jill Marchant .................2008. 554,327 828,385 1,382,712 





(1) 


(2) 


If the employment of any of the officers had been terminated without cause following a 
change of control, or if any of the officers had resigned his or her position for good 
reason following a change of control, the officer would have received the amount of his 
or her then current base salary and incentive bonus through the end of the term of the 
officer’s employment agreement, but not less than one year. Had an officer’s employment 
been so terminated on December 25, 2012, each officer would have received payment 
through January 7, 2015. 


The table below details the estimated payment for each officer. 





Total 
Estimated 
Salary Bonus Payments 

Name ($) ($) ($) 

(a) (b) (c) (d) 
W. Kent Taylor. ¢i.044 64605404544 05% 1,060,096 525,000 1,585,096 
Scot My Colisi s s.4255dae cuade Say os 807,692 300,000 1,107,692 
Steven L. Ortiz... 0.0... cee eee eee 969,231 480,000 1,449,231 
G. Price Cooper, IV .............-4. 504,808 150,000 654,808 
Jill Marchant. accede ate acacaceds ines teem AS 454,327 100,000 554,327 


Each officer’s restricted stock units would have become immediately exercisable upon a 
termination of his or her employment without cause following a change of control, or if 
any of the officers had resigned his or her position for good reason following a change of 
control. The amounts shown in this column represent the value of the restricted stock 
units at the closing price of our common stock on December 24, 2012, which was $16.82. 
The number of restricted stock units which would have vested on that date are shown in 
“Outstanding Equity Awards.” None of the Named Executive Officers had unvested stock 
options as of December 25, 2012. 
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AUDIT COMMITTEE REPORT 


The audit committee of the Board is composed of three directors, all of whom meet the criteria 
for independence under the applicable NASDAQ and SEC rules and the Sarbanes-Oxley Act. The 
committee acts under a written charter adopted by the Board, a copy of which is available on the 
Company’s website at www.texasroadhouse.com. 


The audit committee has prepared the following report on its activities and with respect to the 
Company’s audited financial statements for the fiscal year ended December 25, 2012 (the “Audited 
Financial Statements”). 


The audit committee met 16 times during fiscal year 2012. The committee’s meetings included 
private sessions with the Company’s independent auditors and internal auditor, as well as 
executive sessions consisting of only committee members. The committee also met periodically in 
private sessions with management, including the Company’s Chief Financial Officer and the 
Company’s General Counsel; 


The audit committee reviewed the certification process for the Company’s Code of Business 
Conduct and Ethics, and the corresponding results. 


The audit committee reviewed the scope, plans and results of the testing performed by the 
Company’s internal auditors and independent auditors in their assessments of internal control 
over financial reporting; 


The audit committee reviewed the matters submitted to it via the Company’s whistleblower 
hotline regarding concerns about allegedly questionable financial, accounting or auditing matters; 


The audit committee reviewed with management, including the internal auditor and the General 
Counsel, and the independent auditors, the Company’s practices with respect to risk assessment 

and risk management. The overall adequacy and effectiveness of the Company’s legal, regulatory 
and ethical compliance programs were also reviewed; 


The audit committee reviewed with the General Counsel the Company’s disclosures with respect 
to current lawsuits; 


The audit committee reviewed and discussed the Company’s Audited Financial Statements for 
the fiscal year 2012 with management; 


On a quarterly basis, the audit committee discussed with KPMG LLP, the Company’s 
independent auditors for the fiscal year 2012, the matters required to be discussed by Statement 
on Auditing Standards No. 61, Communication with Audit Committees; 


The audit committee received from the independent auditors the written disclosures and the 
letter from KPMG LLP required by applicable requirements of the Public Company Accounting 
Oversight Board regarding the independent auditor’s communications with the audit committee 
concerning independence, and has discussed with the independent auditor the independent 
auditor’s independence; 


The audit committee reviewed the selection, application and disclosure of critical accounting 
policies; 


The audit committee reviewed the Company’s earnings press releases prior to issuance; 


The audit committee reviewed the Company’s Quarterly and Annual Reports on Form 10-Q and 
Form 10-K prior to filing with the SEC; and 


Based on the review and discussion referred to above, and in reliance thereon, the audit 
committee recommended to the Board that the Audited Financial Statements be included in the 
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Company’s Annual Report on Form 10-K for the fiscal year ended December 25, 2012, for filing 
with the SEC. 


All members of the audit committee concur in this report. 


Gregory N. Moore, Chair 
James F. Parker 
James R. Ramsey 
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Related Transactions 


The audit committee’s charter provides that the audit committee will review and approve any 
transactions between us and any of our executive officers, directors and 5% stockholders, or any 
members of their immediate families, in which the amount involved exceeds the threshold limits 
established by the regulations of the SEC. In reviewing a related-party transaction, the audit committee 
considers the material terms of the transaction, including whether the terms are generally available to 
an unaffiliated third party under similar circumstances. Unless specifically noted, the transactions 
described below were entered into before our initial public offering and the subsequent formation of 
the audit committee. 


Grants of Franchise or License Rights 


We have licensed or franchised restaurants to companies owned in part by the executive officers 
listed below. The licensing or franchise fees paid by these companies to us range from 0.0% to 3.5% of 
restaurant sales, which is less than the amount we typically charge to franchisees. We believe that 
allowing certain executive officers with ownership interests in our restaurants that pre-dated our initial 
public offering to continue to maintain those ownership interests adds an ongoing benefit to the 
Company by making the executive officers more invested in the overall success of the brand. 


Management or 





Initial Supervision Fees 
Franchise Royalties Paid to Paid to Us in 
Restaurant Name and Ownership Fee Royalty Rate —_ Us in Fiscal 2012 Fiscal 2012 
($ in thousands) ($ in thousands) 
Billings, MT ..... W. Kent Taylor (55.0%) — 3.5% 152,386 21,769 
Scott M. Colosi (2.0%) 
Bossier City, LA .. Steven L. Ortiz (66.0%) — 3.5% 141,072 20,153 
Brownsville, TX... Steven L. Ortiz (30.61%) — 3.5% 175,008 25,001 
Everett, MA ..... W. Kent Taylor (59.0%) — 3.5% 197,310 28,187 
Fargo, ND ...... Scott M. Colosi (5.05%) — 3.5% 148,690 21,241 
Lexington, KY.... W. Kent Taylor (10.0%) — 2.0% 89,656 — 
Longmont, CO ... Steven L. Ortiz (47.5%) — 3.5% 99,656 14,237 
McKinney, TX ... Steven L. Ortiz (30.0%) — 3.5% 139,822 19,975 
Scott M. Colosi (2.0%) 
Melbourne, FL ... W. Kent Taylor (34.0%) — — — 97,099 
Muncie, IN(1).... W. Kent Taylor (11.48%) — — — 50,000 
New Berlin, WI... Steven L. Ortiz (30.0%) — 3.5% 97,312 13,902 
Scott M. Colosi (2.0%) 
Omaha, NE ..... Scott M. Colosi (10.99%) — 3.5% 136,136 19,448 
Port Arthur, TX .. W. Kent Taylor (30.0%) — 3.5% 153,933 21,990 
Steven L. Ortiz (30.5%) 
Scott M. Colosi (3.0%) 
Temple, TX...... Steven L. Ortiz (78.0%) — 3.5% 123,739 17,677 
Wichita, KS...... W. Kent Taylor (48.1%) — 3.5% 222,403 31,772 
Scott M. Colosi (4.0%) 








(1) Licensed restaurant which opened in November 1996. 


On March 19, 2004, we entered into a preliminary franchise agreement with a company which is 
95% owned by W. Kent Taylor to develop a restaurant at a location which is to be determined. The 
terms of the preliminary franchise agreement provide for no initial franchise fees and royalties of 3.5% 
of restaurant sales. During 2012, we received no payment from this franchise restaurant, as none was 
due. The executive officers will not be granted any additional franchise rights. 
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The franchise agreements and preliminary franchise agreements that we have entered into with our 
executive officers contain the same terms and conditions as those agreements that we enter into with 
our other domestic franchisees, with the exception of the initial franchise fees and the royalty rates, 
which are currently $40,000 and 4.0%, respectively, for our other domestic franchisees. With the 
exception of the Muncie, IN licensed restaurant, we have the contractual right, but not the obligation, 
to acquire the restaurants owned by our executive officers based on a pre-determined valuation formula 
which is the same as the formula contained in the domestic franchise agreements that we have entered 
into with other franchisees with whom we have such rights. A preliminary agreement for a franchise 
may be terminated if the franchisee does not identify and obtain our approval of its restaurant 
management personnel, locate and obtain our approval of a suitable site for the restaurant or does not 
demonstrate to us that it has secured necessary capital and financing to develop the restaurant. Once a 
franchise agreement has been entered into, it may be terminated if the franchisee defaults in the 
performance of any of its obligations under the agreement, including its obligations to operate the 
restaurant in strict accordance with our standards and specifications. A franchise agreement may also 
be terminated if a franchisee becomes insolvent, fails to make its required payments, creates a threat to 
the public health or safety, ceases to operate the restaurant or misuses the Texas Roadhouse 
trademarks. 


Other Related Transactions 


The Longview, Texas restaurant, leases the land and restaurant building from an entity controlled 
by Steven L. Ortiz, our Chief Operating Officer. The lease is for 15 years and will terminate in 
November 2014. We can renew the lease for two additional periods of five years each. Rent is 
approximately $19,000 per month. The lease can be terminated if the tenant fails to pay the rent on a 
timely basis, fails to maintain the insurance specified in the lease, fails to maintain the building or 
property or becomes insolvent. Total rent payments for 2012 were approximately $224,000. 


The Bossier City, Louisiana restaurant, of which Steven L. Ortiz beneficially owns 66.0% and we 
own 5.0%, is leased from an entity owned by Mr. Ortiz. The lease is for 15 years and will terminate on 
March 31, 2020. We can renew the lease for three additional periods of five years each. Rent is 
approximately $16,600 per month and escalates 10% each five years during the term. The lease can be 
terminated if the tenant fails to pay rent on a timely basis, fails to maintain insurance, abandons the 
property or becomes insolvent. The tenant’s obligation to pay rent commenced in April 2005 and total 
rent payments for 2012 were approximately $199,000. The audit committee ratified this transaction in 
February 2005 after considering market rentals of comparable land and building leases and considering 
our limited ownership interest. Additionally, the audit committee requested that we attempt to 
purchase the land and building from Mr. Ortiz’ entity in the event the restaurant is ever acquired by us. 


We entered into real estate lease agreements for franchise restaurants located in Everett, MA, of 
which W. Kent Taylor beneficially owns 59.0%, Longmont, CO, of which Steven L. Ortiz owns 47.5%, 
and Fargo, ND, of which Scott M. Colosi owns 5.05%, before our granting franchise rights for those 
restaurants. We have subsequently assigned the leases to the franchisees, but we remain contingently 
liable if a franchisee defaults under the terms of a lease. The Longmont lease expires in May 2014, the 
Everett lease expires in February 2018 and the Fargo lease expires in July 2016. 
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PRESENTATION OF PROPOSALS 
PROPOSAL 1—ELECTION OF DIRECTORS 


The Company’s by-laws provide for not less than one and not more than 15 directors. Our Board 
currently consists of six directors divided into three classes, with members of each class serving a 
three-year term. At the Annual Meeting, we are electing two Class III directors. Although it is not 
anticipated that either of the nominees listed below will decline or be unable to serve, if that should 
occur, the proxy holders may, in their discretion, vote for substitute nominees. 


Nominees for Election as Directors 


Set forth below are the Board members who will stand for re-election at the Annual Meeting, 
together with their ages, all Company positions and offices each person currently holds and the year in 
which each person joined the Board. 








Director 
Name Age _ Position or Office Since 
Gregory Nv MOOT. cia feo ete bebe see Lees 63 Director 2005 
James: FE. Parker. ¢i.03 cs ec cee cba d Ede eRe REESE 66 Director 2004 


Recommendation 


THE BOARD OF DIRECTORS RECOMMENDS THAT STOCKHOLDERS VOTE “FOR” THE 
ELECTION OF EACH OF THE NOMINEES FOR CLASS III DIRECTORS OF THE COMPANY. 
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PROPOSAL 2—RATIFICATION OF INDEPENDENT AUDITORS 


Pursuant to its charter, the audit committee has appointed the firm of KPMG LLP to serve as the 
independent auditors to audit the consolidated financial statements and the internal control over 
financial reporting of the Company for the fiscal year which ends on December 31, 2013. Accordingly, 
a resolution will be presented at the Annual Meeting to ratify the appointment of KPMG LLP. If the 
stockholders fail to ratify the appointment of KPMG LLP, the audit committee will take this result into 
account when appointing an independent auditor for fiscal year 2014. Even if the appointment is 
ratified, the audit committee in its discretion may direct the appointment of a different independent 
registered public accounting firm as the Company’s independent auditors at any time during the year if 
the audit committee believes that such a change would be in the best interests of the Company and its 
stockholders. One or more representatives of KPMG LLP are expected to be present at the Annual 
Meeting, will have the opportunity to make a statement if they desire to do so and will be available to 
respond to appropriate questions. 


Fees Paid to the Independent Auditors 
We paid the following fees to KPMG LLP for fiscal years 2012 and 2011: 











2012 2011 
PUI GICIP CES: 's. Agatees a acdee id ale eek as Sun eh » aokaoe Aiea eeabedt s Suns Ses 537,000 $527,000 
Auidit-relatéd FEES. 606% sete 5 ees bw Ge oa be Oe oe We OR — — 
Tak F668 es ie Sh SO A BS Oday SAS aa HES OH OS 12,706 — 
549,706 $527,000 
Audit Fees 


KPMG LLP charged $537,000 in fiscal year 2012 and $527,000 in fiscal year 2011 for audit fees. 
These include professional services in connection with the audit of the Company’s annual financial 
statements and its internal control over financial reporting. They also include reviews of the Company’s 
financial statements included in the Company’s Quarterly and Annual Reports on Form 10-Q and 
Form 10-K and for services that are normally provided by the accountant in connection with statutory 
and regulatory filings or engagements for the fiscal years shown. 


Audit-related Fees 

KPMG LLP did not charge the Company for any audit-related services in fiscal years 2012 or 
2011. 

Tax Fees 

KPMG LLP charged $12,706 for tax consulting services in fiscal year 2012. KPMG LLP did not 
charge the Company for tax consulting services in fiscal year 2011. 
Pre-approval Policies and Procedures 


The audit committee pre-approved all audit, audit-related and permissible non-audit services 
provided to the Company by KPMG LLP before management engaged the auditors for those purposes. 
The policy of the committee is to review all engagement letters for accounting firms for non-audit 
services. 


Recommendation 


THE BOARD OF DIRECTORS RECOMMENDS A VOTE “FOR” THE RATIFICATION OF 
KPMG LLP AS THE COMPANY’S INDEPENDENT AUDITORS FOR THE FISCAL YEAR 2013. 
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PROPOSAL 3—ADVISORY VOTE ON APPROVAL OF EXECUTIVE COMPENSATION 


The Board of Directors requests stockholder approval of the compensation of the Company’s 
Named Executive Officers as described in the Compensation Discussion and Analysis, the Executive 
Compensation section and the other related executive compensation tables and related discussions in 
this proxy statement. As an advisory vote, the outcome of the voting on this proposal is not binding 
upon the Company; however, the compensation committee, which is responsible for establishing and 
administering the Company’s executive compensation program, values the opinions expressed by 
stockholders on this proposal and will consider the outcome of the vote when making future 
compensation decisions for Named Executive Officers. 


The objective of the compensation committee in setting and evaluating the compensation of our 
Named Executive Officers is to promote the sustained profitability of the Company. Toward that end, 
we seek to attract and retain talented people and to align the interests of our executive officers with 
those of our stockholders by tying a significant amount of each officer’s compensation to the overall 
performance of the Company. We also seek to provide those officers with a compensation package that 
is competitive with comparable positions in similar industries. As a result, compensation for the Named 
Executive Officers is divided into three key components: (1) base salary, which provides a secure base 
of compensation and serves to motivate and retain our Named Executive Officers; (2) an incentive 
bonus, which rewards our Named Executive Officers for the success of the Company as measured by 
growth in the Company’s earnings per diluted share and its overall pre-tax profitability, and for each 
officer’s individual contribution to that success; and (3) grants of restricted stock units, which offer the 
Named Executive Officers a financial interest in the long-term success of the Company and align their 
interests with those of our stockholders. 


This structure, along with the culture and values of our Company, allows the Company to attract 
and retain top talent, while also encouraging our officers to keep their focus on key strategic financial 
and operational goals. The Board was pleased to receive stockholder approval of the compensation 
packages of our Named Executive Officers in the advisory vote at the prior Annual Meeting and again 
requests approval of the compensation packages of our Named Executive Officers. 


Recommendation 


THE BOARD OF DIRECTORS RECOMMENDS THAT STOCKHOLDERS VOTE “FOR” THE 
EXECUTIVE COMPENSATION DETAILED IN THIS PROXY STATEMENT. 
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PROPOSAL 4—APPROVAL OF THE TEXAS ROADHOUSE, INC. 2013 LONG-TERM 
INCENTIVE PLAN 


Summary of the Plan 


The Company currently maintains the Texas Roadhouse, Inc. 2004 Equity Incentive Plan (the 
“Current Plan”). On November 15, 2012, the Board approved the Texas Roadhouse, Inc. 2013 
Long-Term Incentive Plan (the “Plan’’), subject to stockholder approval at the annual meeting. The 
purpose of the Plan is to allow us to retain the services of the group of Eligible Persons (described 
below), to secure and retain the services of new Eligible Persons and to provide incentives for Eligible 
Persons to exert maximum efforts for the success of the Company and its affiliates and the Company’s 
stockholders. The Plan was adopted to increase the number of shares available for awards to Eligible 
Persons and to enable us to continue to provide incentives to Eligible Persons, to broaden the types of 
equity and equity-based awards that we may make, to include current market-based provisions in the 
Plan and to enable us to make equity and cash based awards that constitute performance-based 
compensation for purposes of section 162(m) of the Internal Revenue Code (the “Code’”). 


If the Plan is approved by the Company’s stockholders, no future awards will be made under the 
Current Plan. 


A copy of the Plan is attached to this proxy statement as Appendix A. The principal features of 
the Plan are described below, but such description is qualified in its entirety by reference to the 
complete text of the Plan. The Plan will not become effective unless stockholder approval is obtained 
at the annual meeting. 


Administration 


The Plan is administered by a “Committee” which generally will be the compensation committee 
of the Board; provided, however, that the Committee with respect to awards to non-employee directors 
will be the Board. In addition, the Committee will generally be comprised of not fewer than two 
directors (or a greater number if required for compliance with applicable securities laws) who are 
independent for purposes of stock exchange listing requirements and, in the case of awards that are 
intended to be performance-based compensation for purposes of Section 162(m) of the Code, who are 
outside directors within the meaning of Section 162(m) of the Code. The Committee selects the 
Eligible Persons who are to be granted awards under the Plan, the types of awards to be granted and 
the applicable terms, conditions, performance criteria, restrictions and other provisions of such awards. 
The Committee also has the authority to conclusively interpret the Plan. Subject to stock exchange 
rules, the Committee may delegate all or any portion of its responsibilities or powers under the Plan to 
persons selected by it. 

Eligibility 

Non-employee directors of the Company, employees of the Company or any of its affiliates and 
other persons who are engaged to provide consulting services to the Company or any of its affiliates or 
who serve as compensated members of the board of directors of any of the Company’s affiliates are 
“Eligible Persons’. An Eligible Person becomes a “Participant” in the Plan when an award is made to 
the Eligible Person under the Plan. No awards will be made under the Plan unless the Plan is approved 
by the Company’s stockholders. Only employees of the Company and its eligible corporate subsidiaries 
may be awarded Incentive Stock Options under the Plan. In any case, the Committee will select the 
actual Participants. As of December 25, 2012, there were five non-employee directors, and 
approximately 1,400 employees (including executive officers), expected to be eligible to participate in 
the Plan. As of December 25, 2012, no other persons are expected to be eligible to participate in the 
Plan. To date, no awards have been made under the Plan. Because future awards are made at the 
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discretion of the Committee, the recipients and grants of future awards are not determinable at this 
time. 


Shares Available for Issuance Under the Plan; Limitations on Grants 


As of December 25, 2012, there were 3,866,685 shares of the Company’s Common Stock 
(“Common Stock’) available for future awards under the Current Plan, which together represent 5.6% 
of the outstanding Common Stock on a fully-diluted basis as of that date. If the Plan is approved by 
stockholders, there will be 7,000,000 shares of Common Stock available for future awards through 
November 15, 2022, which together with shares that may be issued pursuant to outstanding awards 
under the Current Plan, would represent 15.8% of our outstanding Common Stock as of December 25, 
2012. It is important to note, however, that if the Plan is approved, no future awards may be made 
under the Current Plan thereafter. On December 24, 2012, the last trading day prior to December 25, 
2012, the closing price of the Common Stock on the NASDAQ market was $16.82. 


If any award under the Plan expires or otherwise terminates, in whole or in part, without the full 
amount of shares of Common Stock issuable under such award having been issued, the shares of 
Common Stock not issued under such award shall revert to and again become available for issuance 
under the Plan. For this purpose, shares withheld to pay the exercise price of an Option or to pay tax 
withholding shall be treated as issued and shall not revert and again be available for issuance under the 
Plan. In addition, if the Company issues shares in assumption of, or in substitution or exchange for, an 
award that was previously awarded (or an obligation to make a future award) by a company that is 
acquired by the Company or any of its affiliates (or with which the Company or any affiliate combines), 
then shares issued in such assumption, substitution or exchange will not count against the Plan limit or 
the individual limits (described below). 


The maximum number of shares of Common Stock that may delivered pursuant to the exercise of 
Incentive Stock Options under the Plan cannot exceed the Plan limit of 7,000,000. The Plan also 
provides that the maximum number of shares that may be delivered to any one Participant during any 
one calendar-year period pursuant to Options, SARs or Full Value Awards that are intended to 
constitute performance-based compensation for purposes of Section 162(m) of the Code is 1,000,000 
for each type of award. With respect to Cash Incentive Awards that are intended to be performance- 
based for purposes of Section 162(m) of the Code, the maximum amount payable to any one 
Participant with respect to any twelve month performance period (pro rated for performance periods 
lesser or greater than twelve months) is $5,000,000. 


In each case, the number of shares (as well as the exercise price of Options and SARs and the 
limits on individual awards) is subject to adjustment in the event of a reorganization, stock split, merger 
or similar change in the corporate structure of the Company or the outstanding shares of Common 
Stock. 


Shares of Common Stock reserved for issuance under the Plan may be currently authorized but 
unissued shares currently held or shares reacquired by the Company or shares purchased in the open 
market or private transactions. 


Options and SARs 


Under the Plan, the Committee may award Incentive Stock Options conforming to the provisions 
of Section 422 of the Code, Non-Qualified Stock Options which do not conform to the requirements of 
Section 422 of the Code and SARs. Incentive Stock Options may only be awarded to employees of the 
Company and its eligible corporate subsidiaries. 


The Committee will determine the exercise price of any Option and SAR in its discretion; 
provided, however, that the exercise price of any Option or SAR may not be less than 100% of the fair 
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market value of a share of Common Stock on the date of grant. Except for adjustments in connection 
with a corporate transaction or restructuring or reductions approved by the Company’s stockholders, 
the exercise price of an Option or SAR may not be decreased after the date of grant nor may an 
outstanding Option or SAR be surrendered to the Company as consideration for the grant of a 
replacement Option or SAR with a lower exercise price or a Full Value Award. In addition, unless 
approved by the Company’s stockholders, in no event will any Option or SAR be surrendered to the 
Company in consideration for a cash payment if, at the time of such surrender, the exercise price of 
the Option or SAR is less than the then current fair market value of a share of Common Stock. 


The Committee will determine the terms and conditions of exercise and vesting of each Option 
and SAR in its discretion; provided, however, that the maximum term of an Option or SAR may not 
exceed ten years from the date of grant. In addition, all Options and SARs under the Plan, whether or 
not then exercisable, generally cease vesting when a Participant ceases to be a director, officer or 
employee of, or otherwise ceases to perform services for, the Company or its affiliates and will remain 
exercisable for 3 months after the Participant’s termination of employment or service. The Plan 
provides, however, that, unless otherwise provided by the Committee, the following special expiration 
rules will apply (but in no event will the Option or SAR be exercisable after the expiration of the term 
as summarized above): 


¢ If the Participant’s employment or service with the Company and its affiliates terminates due to 
disability, Options and SARs will remain exercisable for 12 months post-termination. 


¢ If the Participant’s employment or service with the Company and its affiliates terminates due to 
death or if the Participant dies after termination of employment or service but prior to the 
expiration date of the Option or SAR that would otherwise apply, the Option or SAR will 
remain exercisable for 12 months post-termination. 


The Committee will determine the procedures pursuant to which Options and SARs may be 
exercised. Upon exercise of the SAR, the Participant will receive cash or a number of shares of 
Common Stock having a fair market value equal to the difference between the fair market value of a 
share of Common Stock on the date of exercise and the exercise price of the SAR multiplied by the 
number of shares as to which the SAR is exercised. Unless otherwise provided by the Committee, the 
exercise price of any Option may be paid in any of the following ways (or combination thereof): 


* in cash or cash equivalents; 


* by delivery of shares of Common Stock with a fair market value equal to the exercise price that 
have been held by the Participant for at least six months (or such shorter or longer period as 
may be required to avoid variable accounting); and/or 


* any other form of consideration that may be acceptable to the Committee. 


Full Value Awards 


Under the Plan, the Committee may award “Full Value Awards” which is the grant of a right to 
receive one or more shares of Common Stock in the future (including restricted stock, restricted stock 
units, deferred stock units, performance stock and performance stock units). Full Value Awards may be 
subject to certain terms and conditions, including that they may be in consideration of previously 
performed services or surrender of other compensation, contingent on achievement of performance or 
other objectives during a specified time (including completion of a period of service), or subject to a 
substantial risk of forfeiture or other restrictions. The committee may determine other terms and 
conditions applicable to Full Value Awards. 


Except for (a) awards granted in lieu of other compensation, (b) awards that are a form of 
payment of earned performance awards or other incentive compensation, or (c) awards granted to 
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employees who have completed a minimum period of service with the Company and its affiliates of at 
least three years, if (I) an employee’s right to become vested in a Full Value Award is conditioned on 
the completion of a specified period of service with the Company or its affiliates, without achievement 
of performance targets or other performance objectives (whether or not related to performance 
criteria) being required as a condition of vesting, then the required period of service for full vesting 
shall be not less than three years and (II) if an employee’s right to become vested in a Full Value 
Award is conditioned upon the achievement of performance targets or other performance objectives 
(whether or not related to performance criteria) being required as a condition of vesting, then the 
required vesting period shall be at least one year, subject, to the extent provided by the Committee, to 
pro rated vesting over the course of such three or one year period, as applicable, and to acceleration of 
vesting in the event of the Participant’s death, Disability, involuntary termination, retirement or in 
connection with a Change in Control (as defined in the Plan). 


Cash Incentive Awards 


Under the Plan, the Committee may award “Cash Incentive Awards” which is the grant of a right 
to receive a payment of cash (or in the discretion of the Committee, shares of Common Stock having 
value equivalent to the cash otherwise payable) that is contingent on achievement of performance 
objectives over a specified period established by the Committee. The grant of Cash Incentive Awards 
may also be subject to such other conditions, restrictions and contingencies, as determined by the 
Committee, including provisions relating to deferred payment. To the extent applicable, a Cash 
Incentive Award granted under the Plan shall also be subject to the terms and conditions of an 
employment agreement between the Participant and the Company (or one of its affiliates) in effect as 
of the date of the grant. 


Performance-Based Compensation 


The Company anticipates that any compensation paid by it in connection with exercises of Options 
or the exercise or settlement of SARs under the Plan will qualify as performance-based compensation 
for purposes of Section 162(m) of the Code and will not have to be taken into account for purposes of 
the $1,000,000 limitation per covered individual on the deductibility of the compensation paid to certain 
executive officers of the Company. 


Full Value Awards and Cash Incentive Awards granted under the Plan may be designated and 
structured as performance-based compensation that is intended to be deductible under Section 162(m) 
of the Code. To the extent required by Section 162(m) of the Code, any Full Value Award or Cash 
Incentive Award so designated shall be conditioned on the achievement of one or more performance 
targets as determined by the Committee, which performance targets will be based on one or more of 
the following performance criteria: 


* earnings, including operating income, net operating income, same store net operating income, 
earnings before or after taxes, earnings before or after interest, depreciation, amortization, or 
extraordinary or special items, or book value per share (which may exclude nonrecurring items) 
or net earnings; 


* pre-tax income or after-tax income or pre-tax profits or after-tax profits; 
* earnings per share (basic or diluted); 
* operating profit; 


* revenue, revenue growth or rate of revenue growth; 
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* return on assets (gross or net), return on investment (including cash flow return on investment), 
return on capital (including return on total capital or return on invested capital), or return on 
equity; 


* returns on sales or revenue; 
* operating expenses; 
* incremental return on capital; 


* cash flow (before or after dividends), free cash flow, cash flow return on investment (discounted 
or otherwise), net cash provided by operations, cash flow in excess of cost of capital or cash flow 
per share (before or after dividends); 


¢ implementation or completion of critical projects or processes; 

* economic value created; 

* cumulative earnings per share growth; 

* operating margin or profit margin; 

* stock price performance or total stockholder return; 

* cost targets, reductions and savings, productivity and efficiencies; 


* strategic business criteria, consisting of one or more objectives based on meeting specified 
market penetration, geographic business expansion, customer satisfaction, employee satisfaction, 
human resources management, supervision of litigation and other legal matters, information 
technology, and goals relating to contributions, dispositions, acquisitions, development and 
development related activity, capital markets activity and credit ratings, joint ventures and other 
private capital activity including generating incentive and other fees and raising equity 
commitments, and other transactions, and budget comparisons; 


* personal professional objectives, including any of the foregoing performance targets, the 
implementation of policies and plans, the negotiation of transactions, the development of long 
term business goals, formation and reorganization of joint ventures and other private capital 
activity including generating incentive and other fees and raising equity commitments, research 
or development collaborations, and the completion of other corporate transactions; 


¢ funds from operations (FFO) or funds available for distribution (FAD); 

* economic value added (or an equivalent metric); 

¢ franchise fees or franchise fees growth; 

* improvement in or attainment of expense levels or working capital levels; 

* operating portfolio metrics including leasing and tenant retention, 

* income before taxes less net income attributable to non-controlling interests; 
¢ development of alternative growth strategies besides the Company, or 

* any combination of, or a specified increase in, any of the foregoing. 


Where applicable, the performance targets may be expressed in terms of attaining a specified level 
of the particular criteria or the attainment of a percentage increase or decrease in the particular 
criteria, and may be applied to one or more of the Company, an affiliate, or a division or strategic 
business unit of the Company, or may be applied to the performance of the Company relative to a 
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market index, a group of other companies or a combination thereof, all as determined by the 
Committee. 


The performance targets may include a threshold level of performance below which no payment 
will be made (or no vesting will occur), levels of performance at which specified payments will be made 
(or specified vesting will occur), and a maximum level of performance above which no additional 
payment will be made (or at which full vesting will occur). Each performance target shall be subject to 
certification by the Committee; provided that the Committee shall have the authority to adjust such 
targets in recognition of extraordinary items or other unusual or non-recurring events, including 
acquisitions and dispositions of businesses and assets affecting the Company and any affiliate or other 
business unit or the financial statements of the Company or any affiliate, impact of charges for 
restructurings, discontinued operations, litigation and impairments, the cumulative effects of tax or 
accounting principles as identified in financial statements, notes to financial statements, management’s 
discussion and analysis or other SEC filings and items that may not be infrequent or unusual but which 
may have inconsistent effects on performance and which are in accordance with Regulation G issued 
under the Sarbanes-Oxley Act of 2002. 


The Plan does not preclude the granting of Full Value Awards or Cash Incentive Awards under the 
Plan or outside the Plan (to the extent permitted by law) that are not intended to be performance- 
based compensation for purposes of Section 162(m) of the Code. The Committee reserves the right to 
determine whether any award under the Plan will be intended to constitute performance-based 
compensation for purposes of Section 162(m) of the Code. 


Change in Control; Cut-Back of Parachute Payments 


An award held by any Participant whose employment or service has not terminated prior to the 
effective time of a Change in Control may be subject to acceleration of vesting and exercisability upon 
or after such event as may be provided in the award agreement for such award or as may be provided 
in any other written agreement between the Company or any affiliate and the Participant or otherwise 
pursuant to such award. 


The Plan also provides that if any payment or benefit a Participant would receive under the Plan 
pursuant to a Change in Control from the Company or otherwise would be subject to the excise tax 
imposed by Section 4999 of the Code, the payments or benefits will be reduced in accordance with the 
terms of the Plan to an amount that is the greater of (a) the amount of the payments and benefits that 
Participant could retain without being subject to the excise tax or (b) the largest amount of the 
payments and benefits that could be retained by the Participant on an after-tax basis, after taking into 
account all applicable federal, state and local employment taxes, income taxes, and the excise tax 
payable with respect to such payments. 


Withholding Taxes and Transferability of awards; Notices to Participants 


All awards and other payments under the Plan are subject to withholding of all applicable taxes. 
To the extent provided by the Committee, the Participant may satisfy any federal, state or local tax 
withholding obligation relating to the exercise or acquisition of Common Stock under an award by any 
of the following means (in addition to the Company’s right to withhold from any compensation paid to 
the Participant by the Company) or by a combination of such means: (a) tendering a cash payment; 
(b) authorizing the Company to withhold shares of Common Stock from the shares of Common Stock 
otherwise issuable to the Participant as a result of the exercise or acquisition of Common Stock under 
the award; provided, however, that no shares of Common Stock are withheld with a value exceeding 
the minimum amount of tax required to be withheld by law (or such lesser amount as may be necessary 
to avoid variable award accounting); or (c) delivering to the Company owned and unencumbered shares 
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of Common Stock. For purposes of tax withholding, the fair market value of the shares will be 
determined at the time the withholding is required. 


Awards under the Plan are not transferable except as designated by the Participant by will or by 
the laws of descent and distribution. To the extent that a Participant has the right to exercise an award, 
the award may be exercised during the lifetime of the Participant only by the Participant. The 
Committee may provide, however, that awards may be transferred to or for the benefit of the 
Participant’s family (including, without limitation, to a trust or partnership for the benefit of a 
Participant’s family), subject to such procedures as the Committee may establish; provided, however, 
that in no event shall an Incentive Stock Option be transferable to the extent that such transferability 
would violate the requirements applicable to such option under section 422 of the Code. 


The terms and conditions of each award made under the Plan, including vesting requirements, may 
be set forth in a written (including electronic) notice to or award agreement with the Participant. 


Amendment and Termination of the Plan and Awards 


The Board may, at any time, amend or terminate the Plan, and the Committee may amend any 
award; provided, however that no amendment or termination (other than adjustments in connection 
with a corporate transaction or restructuring) may, in the absence of written consent to the change by 
the affected Participant (or, if the Participant is not then living, the Participant’s affected beneficiary), 
adversely affect the rights of any Participant or beneficiary under any award granted under the Plan 
prior to the date such amendment is adopted by the Board (or the Committee, if applicable) and no 
amendment may be made to the anti-repricing provisions of the Plan relating to Options and SARs 
unless the amendment is approved by the Company’s stockholders. Stockholder approval of any Plan 
amendment is also required if stockholder approval is required by law or the rules of any stock 
exchange on which the Common Stock is listed. 


It is the intention of the Company that, to the extent that any provisions of this Plan or any 
awards granted hereunder are subject to section 409A of the Code, the Plan and the awards comply 
with the requirements of section 409A of the Code and that the Board shall have the authority to 
amend the Plan as it deems necessary to conform to section 409A. Notwithstanding the foregoing, the 
Company does not guarantee that awards under the Plan will comply with section 409A and the 
Committee is under no obligation to make any changes to any award to cause such compliance. 


Federal Income Tax Consequences 


The following is a brief summary of the U.S. federal income tax rules relevant to Participants in 
the Plan, based upon the Code as currently in effect. 


Non-Qualified Stock Options 


Generally, the grant of a Non-Qualified Stock Option will not result in taxable income to the 
Participant. Except as described below, the Participant will realize ordinary income at the time of 
exercise in an amount equal to the excess of the fair market value of the shares of Common Stock 
acquired over the exercise price for those shares of Common Stock, and the Company will be entitled 
to a corresponding deduction. Gains or losses realized by the Participant upon disposition of such 
shares of Common Stock will be treated as capital gains and losses, with the basis in such shares of 
Common Stock equal to the fair market value of the shares of Common Stock at the time of exercise. 
Certain additional rules may apply if the exercise price is paid in shares of Common Stock previously 
owned by the Participant. 
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Incentive Stock Options 


Generally, the grant of an Incentive Stock Option will not result in taxable income to the 
Participant. The exercise of an Incentive Stock Option will not result in taxable income to the 
Participant provided that the Participant was, without a break in service, an employee of the Company 
and its eligible corporate subsidiaries during the period beginning on the date of the grant of the 
Option and ending on the date three months prior to the date of exercise (one year prior to the date 
of exercise if the Participant is disabled, as that term is defined in the Code). 


The excess of the fair market value of the shares of Common Stock at the time of the exercise of 
an Incentive Stock Option over the exercise price is an adjustment that is included in the calculation of 
the Participant’s alternative minimum taxable income for the tax year in which the Incentive Stock 
Option is exercised. For purposes of determining the Participant’s alternative minimum tax liability for 
the year of disposition of the shares of Common Stock acquired pursuant to the Incentive Stock Option 
exercise, the Participant will have a basis in those shares of Common Stock equal to the fair market 
value of the shares of Common Stock at the time of exercise. 


If the Participant does not sell or otherwise dispose of the shares of Common Stock within two 
years from the date of the grant of the Incentive Stock Option or within one year after receiving the 
transfer of such shares of Common Stock, then, upon disposition of such shares of Common Stock, any 
amount realized in excess of the exercise price will be taxed to the Participant as capital gain, and the 
Company will not be entitled to any deduction for Federal income tax purposes. The Participant will 
recognize a capital loss to the extent that the amount realized is less than the exercise price. Certain 
additional rules may apply if the exercise price is paid in shares of Common Stock previously owned by 
the Participant. 


If the foregoing holding period requirements are not met, the Participant will generally realize 
ordinary income, and a corresponding deduction will be allowed to the Company, at the time of the 
disposition of the shares of Common Stock, in an amount equal to the lesser of (a) the excess of the 
fair market value of the shares of Common Stock on the date of exercise over the exercise price, or 
(b) the excess, if any, of the amount realized upon disposition of the shares of Common Stock over the 
exercise price. If the amount realized exceeds the value of the shares of Common Stock on the date of 
exercise, any additional amount will be capital gain. If the amount realized is less than the exercise 
price, the Participant will recognize no income, and a capital loss will be recognized equal to the excess 
of the exercise price over the amount realized upon the disposition of the shares of Common Stock. 


SARS 


Generally, a Participant will not realize any taxable income upon the grant of a SAR. Upon the 
exercise of the SAR, the Participant will recognize ordinary income in an amount equal to the amount 
of cash and/or the fair market value, at the date of such exercise, of the shares of Common Stock 
received by the Participant as a result of such exercise. The Company will generally be entitled to a 
deduction in the same amount as the ordinary income realized by the Participant. 


Full Value Awards 


The federal income tax consequences of a Full Value Award will depend on the type of award. The 

tax treatment of the grant of shares of Common Stock depends on whether the shares are subject to a 
substantial risk of forfeiture (determined under Code rules) at the time of the grant. If the shares are 
subject to a substantial risk of forfeiture, the Participant will not recognize taxable income at the time 
of the grant and when the restrictions on the shares lapse (that is, when the shares are no longer 
subject to a substantial risk of forfeiture), the Participant will recognize ordinary taxable income in an 
amount equal to the fair market value of the shares at that time. If the shares are not subject to a 
substantial risk of forfeiture or if the Participant elects to be taxed at the time of the grant of such 
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shares under Section 83(b) of the Code, the Participant will recognize taxable income at the time of the 
grant of shares in an amount equal to the fair market value of such shares at that time, determined 
without regard to any of the restrictions. If the shares are forfeited before the restrictions lapse, the 
Participant will be entitled to no deduction on account thereof. The Participant’s tax basis in the shares 
is the amount recognized by him or her as income attributable to such shares. Gain or loss recognized 
by the Participant on a subsequent disposition of any such shares is capital gain or loss if the shares are 
otherwise capital assets. 


In the case of other Full Value Awards, such as restricted stock units or performance stock units, 
the Participant generally will not have taxable income upon the grant of the award provided that there 
are restrictions on such awards that constitute a substantial risk of forfeiture under applicable Code 
rules. Participants will generally recognize ordinary income when the restrictions on awards lapse, on 
the date of grant if there are no such restrictions or, in certain cases, when the award is settled. At that 
time, the Participant will recognize taxable income equal to the cash or the then fair market value of 
the shares issuable in payment of such award, and such amount will be the tax basis for any shares 
received. In the case of an award which does not constitute property at the time of grant (such as an 
award of units), Participants will generally recognize ordinary income when the award is paid or settled. 


The Company generally will be entitled to a tax deduction in the same amount, and at the same 
time, as the income is recognized by the Participant. 
Recommendation 


THE BOARD RECOMMENDS A VOTE “FOR” THE APPROVAL OF THE TEXAS 
ROADHOUSE, INC. 2013 LONG-TERM INCENTIVE PLAN. 
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PROPOSAL 5—NONBINDING STOCKHOLDER PROPOSAL REGARDING DECLASSIFICATION 
OF THE BOARD OF DIRECTORS 


The Comptroller of the State of New York, Thomas P. DiNapoli, trustee of the New York State 
Common Retirement Fund and administrative head of the New York State and Local Retirement 
System, a beneficial owner of 135,045 shares of our Common Stock, intends to submit a resolution to 
stockholders for approval at the Annual Meeting. We will provide the proponent’s address to any 
stockholder promptly upon request. The text of the proponent’s resolution and supporting statement 
appear below, printed verbatim from its submission. We disclaim all responsibility for the content of the 
proposal and the supporting statement, including sources referenced therein. 


Stockholder Proposal 


“RESOLVED, that shareholders of Texas Roadhouse, Inc. urge the Board of Directors to take 
all necessary steps (other than any steps that must be taken by shareholders) to eliminate the 
classification of the Board of Directors, and to require that all directors elected at or after the 
annual meeting held in 2014 stand for elections on an annual basis. Implementation of this 
proposal should not affect the unexpired terms of any directors elected to the Board of Directors 
at or prior to the annual meeting of the company held in 2013. 


SUPPORTING STATEMENT 


We believe that the ability to elect directors is the single most important use of the 
shareholder franchise. Accordingly, directors should be accountable to shareholders on an annual 
basis. The election of directors by classes, for three-year terms, in our opinion, minimizes 
accountability and precludes the full exercise of the rights of shareholders to approve or 
disapprove annually the performance of a director or directors. 


In addition, since only one-third of the Board of Directors is elected annually, we believe that 
classified boards could frustrate, to the detriment of long-term shareholder interest, the efforts of a 
bidder to acquire control or a challenger to engage successfully in a proxy contest. A staggered 
board has been found to be one of six entrenching mechanisms that are associated with lower firm 
valuation. See “What Matters in Corporate Governance?” Lucian Bebchuk, Alma Cohen & Allen 
Ferrell, Review of Financial Studies, Vol. 22, Issue 2, 783 (2009). 


The New York State Common Retirement Fund urges you to join us in voting to declassify 
the election of directors, as a powerful tool for management incentive and accountability. We urge 
your support FOR this proposal.” 


Board of Directors Opposition Statement 


All of the members of our Board recommend that you vote AGAINST this stockholder proposal. 
After careful consideration of the proposal and the arguments for and against a classified board, our 
Board believes that a classified board structure continues to serve the best interests of both our 
Company and our stockholders. 


Business Continuity 


The importance of culture to the success of our Company cannot be overstated. A key component 
of our competitive advantage is that our Company, and how we run it, is unique and long-term 
focused. The fact that our Board maintains a deep appreciation for the relationships, priorities, and 
goals that have made us successful is fundamental to preserving our culture. This kind of appreciation 
develops over time. Abrupt changes in the composition of our Board or in our operational focus, based 
on short-term initiatives or the special interests of a small group of stockholders, would threaten the 
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success of our Company as a whole. We believe that much of our success is attributable to the fact 
that our leadership prioritizes long-term performance and strives to balance evolution with staying 
true to our culture and core values. We further believe that making three-year commitments to our 
directors is consistent with this business model and sets a “tone at the top” of consistency and stability. 


Sound Corporate Governance 


While proposals for declassified board structures have become more prolific in the past few years, 
we caution our stockholders to consider that effective corporate governance is not a one-size-fits-all 
issue. Our Board of Directors, serving under a classified structure since our initial listing on NASDAQ, 
have demonstrated strong corporate governance practices, high ethics, and consistent responsiveness to 
our stockholder base. We also remind you that the members of our Board of Directors are legally 
obligated to fulfill fiduciary duties to both the Company and our stockholders, regardless of the length 
of their terms. This is a responsibility that they already take very seriously; annual terms would not 
serve to enhance it. The Board also benefits from a robust nominating and corporate governance 
committee comprised of all of our independent directors. Under the direction of this committee, the 
Board conducts regular self-assessments, reviews and responds to all shareholder correspondence, and 
stays informed on best practices in board governance. 


Consistently Strong Performance 


The proponent’s statement refers to a general conclusion from one academic study regarding the 
relationship between declassified boards and firm valuation as a reason to adopt this serious measure, 
without stating any specific reasons why declassifying our Board of Directors will benefit our 
stockholders. To the contrary, our record of strong performance supports the fact that our experienced 
leadership knows best how to drive stockholder value in our Company. The value of our common stock 
since our 2:1 split in September 2005 has increased over 115%, and we have exceeded $1 billion in 
market valuation. In addition, returns to stockholders through declared dividends and completed share 
repurchases within the past five fiscal years have totaled $200 million, and we have increased our 
quarterly dividend each year since our first dividend was declared in 2011. Finally, in a retail space that 
has faced numerous headwinds in recent years, our comparable restaurant sales have outperformed the 
casual dining industry, and we have been growing market share and achieving consistent double digit 
earnings per share growth. 


Protecting our Stockholders 


The proponent states that the existence of a classified board would frustrate a takeover attempt. 
We caution you to consider, however, that the presence of a classified board does not prevent 
unsolicited acquisition proposals, but it can provide many benefits in responding to such a proposal. If 
and when an offer is made, a board who is not operating under the threat of imminent removal can 
more aggressively and effectively act on behalf of all stockholders by taking an appropriate amount of 
time to evaluate the adequacy and fairness of any takeover proposal, to negotiate on behalf of all 
stockholders, and to consider all alternatives equally. Contrary to the position articulated by the 
proponent, we believe that the presence of a classified board actually protects our stockholders because 
it reduces our vulnerability to potentially unfair and abusive takeover tactics and encourages potential 
acquirers to negotiate with our Board. 


Recommendation 


THE BOARD RECOMMENDS A VOTE “AGAINST” THE NONBINDING STOCKHOLDER 
PROPOSAL REGARDING DECLASSIFICATION OF THE BOARD OF DIRECTORS. 
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STOCKHOLDER PROPOSALS 


Under Rule 14a-8 promulgated under the Securities Exchange Act of 1934 (“Exchange Act’’), 
stockholders may present proposals to be included in the Company proxy statement for consideration 
at the next annual meeting of its stockholders by submitting their proposals to the Company in a timely 
manner. Any such proposal must comply with Rule 14a-8. 


The Company’s by-laws, a copy of which is available on the Company’s website, 
www.texasroadhouse.com, require stockholders who intend to propose business for consideration by 
stockholders at the 2014 Annual Meeting, other than stockholder proposals that are included in the 
proxy statement, to deliver written notice to the principal executive offices of the Company on or 
before December 7, 2013. This notice must include a description of the business desired to be brought 
before the annual meeting, the name and address of the stockholder proposing such business and of 
the beneficial owner, if any, on whose behalf the business is being brought, the class, series and number 
of shares of the Company which are beneficially owned by the stockholder and such other beneficial 
owner and any material interest of the stockholder and such other beneficial owner in such business. 
Similar requirements are set forth in the Company’s by-laws with respect to stockholders desiring to 
nominate candidates for election as director. Exchange Act rules permit management to vote proxies in 
its discretion in certain cases if the stockholder does not comply with these deadlines, and in certain 
other cases notwithstanding the stockholder’s compliance with these deadlines. If a stockholder 
submitting a matter to be raised at the Company’s next annual meeting desires that such matter be 
included in the Company’s proxy statement, such matter must be submitted to the Company no later 
than December 7, 2013. 


The rules of the SEC set forth standards for what stockholder proposals the Company is required 
to include in a proxy statement for an annual meeting. 


STOCKHOLDERS’ COMMUNICATIONS WITH THE BOARD 


Stockholders that want to communicate in writing with the Board, or specified directors 
individually, may send proposed communications to the Company’s Corporate Secretary, Celia Catlett, 
at 6040 Dutchmans Lane, Louisville, Kentucky 40205. The proposed communication will be reviewed by 
the audit committee and the General Counsel. If the communication is appropriate and serves to 
advance or improve the Company or its performance, it will be forwarded to the Board or the 
appropriate director. 


FORM 10-K 


The Company’s Annual Report on Form 10-K for the fiscal year ended December 25, 2012, 
accompanies this proxy statement. The Company’s Annual Report does not form any part of the 
material for solicitation of proxies. 


Any stockholder who wishes to obtain, without charge, a copy of the Company’s Annual Report on 
Form 10-K for the fiscal year ended December 25, 2012, which includes financial statements, and is 
required to be filed with the SEC, may access it at www.texasroadhouse.com in the Investors section or 
may send a written request to Celia Catlett, Corporate Secretary, Texas Roadhouse, Inc., 

6040 Dutchmans Lane, Louisville, Kentucky 40205. 
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OTHER BUSINESS 


The Board is not aware of any other matters to be presented at the Annual Meeting other than 
those set forth herein and routine matters incident to the conduct of the meeting. If any other matters 
should properly come before the Annual Meeting or any adjournment or postponement thereof, the 
persons named in the proxy, or their substitutes, intend to vote on such matters in accordance with 
their best judgment. 


By Order of the Board of Directors, 


ae MELE S 
Celia Catlett 
Corporate Secretary 


Louisville, Kentucky 
April 5, 2013 


Please vote your shares through any of the methods described on the proxy card as promptly as 
possible, whether or not you plan to attend the Annual Meeting in person. If you do attend the Annual 
Meeting, you may still vote in person, since the proxy may be revoked at any time before its exercise by 
delivering a written revocation of the proxy to the Company’s Corporate Secretary. 
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APPENDIX A 
TEXAS ROADHOUSE, INC. 2013 LONG-TERM INCENTIVE PLAN 
1. GENERAL. 


1.1 Purpose. The Company, by means of the Plan, seeks to retain the services of the group of 
persons eligible to receive Awards, to secure and retain the services of new members of this group and 
to provide incentives for such persons to exert maximum efforts for the success of the Company and its 
Affiliates and the Company’s stockholders. 


1.2 Defined Terms. The meaning of capitalized terms used in the Plan are set forth in Section 2. 


1.3. Available Awards. The following types of Awards may be granted under the Plan: (i) Options 
(including both Incentive Stock Options and Non-Qualified Stock Options), (ii) Stock Appreciation 
Rights, (iii) Full Value Awards, and (iv) Cash Incentive Awards. 


1.4 Eligibility. For purposes of the Plan, a “Participant” is any person to whom an Award is 
granted under the Plan. Subject to the terms and conditions of the Plan, the Committee shall 
determine and designate, from time to time, from among Eligible Persons those persons who will be 
granted one or more Awards under the Plan. Notwithstanding the foregoing, Incentive Stock Options 
may be granted only to Employees. Awards other than Incentive Stock Options, including Full Value 
Awards, may be granted to any Eligible Person. 


2. DEFINITIONS. 


2.1 “Affiliate” means a corporation or other entity that directly, or indirectly through one or more 
intermediaries, controls, is controlled by or is under common control with the Company. For purposes 
of the Plan, an ownership interest of at least fifty percent (50%) shall be deemed to be a controlling 
interest. 


2.2 “Approval Date” means the date on which the Plan is approved by the Company’s 
stockholders. 


2.3 “Award” means any right granted under the Plan. 


2.4 “Award Agreement” means an agreement between the Company and a Participant (which 
agreement may be in writing, electronic or such other form determined by the Committee) evidencing 
the terms and conditions of an individual Award grant. Each Award Agreement shall include such 
terms and conditions, not inconsistent with the Plan, as determined by the Committee. 


2.5 “Board” means the Board of Directors of the Company. 
2.6 “Cash Incentive Award” is defined in subsection 6.1(b) 
2.7 “Change of Control’ means the first to occur of any of the following: 


(a) Any merger or statutory plan of exchange involving the Company (“Merger’’) in which 
the Company is not the continuing or surviving corporation or pursuant to which the Common 
Stock would be converted into cash, securities or other property, other than a Merger involving the 
Company in which the holders of Common Stock immediately prior to the Merger have 
substantially the same proportionate ownership of common stock of the surviving corporation after 
the Merger; 


(b) Any sale, lease, exchange, or other transfer (in one transaction or a series of related 
transactions) of all or substantially all of the assets of the Company or the adoption of any plan or 
proposal for the liquidation or dissolution; 


(c) During any period of 12 months or less, individuals who at the beginning of such period 
constituted a majority of the Board cease for any reason to constitute a majority thereof unless the 
nomination or election of such new directors was approved by a vote of at least two-thirds of the 
directors then still in office who were directors at the beginning of such period; 


(d) A tender or exchange offer, other than one made by: 
(i) the Company, or by 


(ii) W. Kent Taylor or any corporation, limited liability company, partnership, or other 
entity in which W. Kent Taylor (x) owns a direct or indirect ownership of 50% or more or 
(y) controls 50% or more of the voting power (collectively, the “Taylor Parties’), is made for 
the Common Stock (or securities convertible into Common Stock) and such offer results in a 
portion of those securities being purchased and the offer or after the consummation of the 
offer is the beneficial owner (as determined pursuant to Section 13(d) of the Exchange Act, 
directly or indirectly, of securities representing in excess of the greater of (I) at least 
20 percent of the voting power of outstanding securities of the Company or (II) the 
percentage of the voting power of the outstanding securities of the Company collectively held 
by all of the Taylor Parties; or 


(e) Any person other than a Taylor Party becomes the beneficial owner of securities 
representing in excess of the greater of (i) 20 percent of the outstanding securities of the Company 
as disclosed in a report on Schedule 13D of the Exchange Act or (ii) the percentage of the voting 
power of the outstanding securities of the Company collectively held by all of the Taylor Parties. 


Notwithstanding anything in the foregoing to the contrary, no Change of Control shall be deemed to 
have occurred with respect to a Participant by virtue of any transaction which results in that Participant, 
or a group of persons which includes the Participant, acquiring, directly or indirectly, securities 
representing 20 percent or more of the outstanding securities of the Company. 


2.8 “Code” means the Internal Revenue Code of 1986, as amended. 


2.9 “Committee” means the Compensation Committee of the Board. Notwithstanding the 
foregoing, so long as the Company is subject to Section 16 of the Exchange Act, the Committee shall 
consist of not fewer than two members of the Board or such greater number as may be required for 
compliance with Rule 16b-3 issued under the Exchange Act and shall be comprised of persons who are 
independent for purposes of applicable stock exchange listing requirements. For purposes of the grant 
of any Award granted under the Plan which is intended to constitute Performance-Based Compensation 
(including Options and SARs), the Committee shall consist solely of two or more “outside directors” 
within the meaning of section 162(m) of the Code and applicable regulations. Notwithstanding any 
other provision of the Plan to the contrary, with respect to any Awards to Directors, the Committee 
shall be the Board. 


2.10 “Common Stock” means the Common Stock, $0.001 par value, of the Company. 
2.11 “Company” means Texas Roadhouse, Inc., a Delaware corporation. 


2.12 “Consultant” means any person, including an advisor, (a) engaged by the Company or an 
Affiliate to render consulting or advisory services and who is compensated for such services or 
(b) serving as a member of the board of directors of an Affiliate and who is compensated for such 
services. However, the term “Consultant” shall not include Directors. 


2.13 “Continuous Service” means that the Participant’s service with the Company or an Affiliate, 
whether as an Employee, Director or Consultant, is not interrupted or terminated. A change in the 
capacity in which the Participant renders service to the Company or an Affiliate as an Employee, 
Consultant or Director or a change in the entity for which the Participant renders such service, 
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provided that there is no interruption or termination of the Participant’s service with the Company or 
an Affiliate, shall not terminate a Participant’s Continuous Service. For example, a change in status 
from an Employee of the Company to a Consultant of an Affiliate or a Director shall not constitute an 
interruption of Continuous Service. The Board or the chief executive officer of the Company, in that 
party’s sole discretion (other than the CEO as to his own absence), may determine whether Continuous 
Service shall be considered interrupted in the case of any leave of absence approved by that party, 
including sick leave, military leave or any other personal leave. Notwithstanding the foregoing, a leave 
of absence shall be treated as Continuous Service for purposes of vesting in an Award only to such 
extent as may be provided in the Company’s leave of absence policy or in the written terms of the 
Participant’s leave of absence. If any Award under the Plan is subject to section 409A of the Code, a 
Participant’s Continuous Service shall terminate on the date the Participant has a separation from 
service or termination of employment within the meaning of section 409A of the Code. 


2.14 “Director” means a member of the Board who is not an Employee. 


2.15 “Disability” means the permanent and total disability of a person within the meaning of 
Section 22(e)(3) of the Code. 


2.16 “Effective Date” is defined in subsection 7.1. 
2.17 “Eligible Persons” means Employees, Directors and Consultants. 


2.18 “Employee” means any person employed by the Company or an Affiliate. Service as a Director 
or payment of a director’s fee by the Company or an Affiliate shall not be sufficient to constitute 
“employment” by the Company or an Affiliate. 


2.19 “Exchange Act” means the Securities Exchange Act of 1934, as amended. 
2.20 “Exercise Price” is defined in subsection 5.2. 
2.21 “Expiration Date” is defined in subsection 5.5. 


2.22 Fair Market Value” means, as of any date, the value of a share of Common Stock determined 
in accordance with the following rules: 


(a) If the Common Stock is at the time listed or admitted to trading on any stock exchange, 
then the Fair Market Value shall be the closing price per share of Common Stock on the principal 
exchange on which the Common Stock is then listed or admitted to trading on the last trading day 
preceding the date on which Fair Market Value is to be determined, or if no such sale is reported 
on that date, on the last preceding date on which a sale was so reported, all as reported in the 
Wall Street Journal or such other source as the Committee deems reliable. 


(b) If the Common Stock is not at the time listed or admitted to trading on a stock exchange, 
then the Fair Market Value shall be the value determined in good faith by the Committee by 
reasonable application of a reasonable valuation method, considering all information that the 
Committee determines to be relevant, consistent with Section 409A of the Code and other 
applicable law. 


2.23 “Full Value Award” is defined in subsection 6.1(a) 


2.24 “Incentive Stock Option” means an Option intended to qualify as an incentive stock option 
within the meaning of Section 422 of the Code and the regulations promulgated thereunder. 


2.25 “Non-Qualified Stock Option” means an Option not intended to qualify as an Incentive Stock 
Option. 


2.26 “Option” means an Award that entitles the Participant to purchase shares of Common Stock 
at an Exercise Price established by the Committee at the time the Option is granted. 
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2.27 “Participant” is defined in subsection 1.4. 
2.28 “Performance-Based Compensation” is defined in subsection 6.3. 


2.29 “Performance Criteria” means one or more of the following criteria (a) earnings including 
operating income, net operating income, same store net operating income, earnings before or after 
taxes, earnings before or after interest, depreciation, amortization, or extraordinary or special items, or 
book value per share (which may exclude nonrecurring items) or net earnings; (b) pre-tax income or 
after-tax income or pre-tax profits or after-tax profits; (c) earnings per share (basic or diluted); 

(d) operating profit; (e) revenue, revenue growth or rate of revenue growth; (f) return on assets (gross 
or net), return on investment (including cash flow return on investment), return on capital (including 
return on total capital or return on invested capital), or return on equity; (g) returns on sales or 
revenue; (h) operating expenses; (i) incremental return on capital; (j) cash flow (before or after 
dividends), free cash flow, cash flow return on investment (discounted or otherwise), net cash provided 
by operations, cash flow in excess of cost of capital or cash flow per share (before or after dividends); 
(k) implementation or completion of critical projects or processes; (1) economic value created; 

(m) cumulative earnings per share growth; (n) operating margin or profit margin; (0) stock price 
performance or total stockholder return; (p) cost targets, reductions and savings, productivity and 
efficiencies; (q) strategic business criteria, consisting of one or more objectives based on meeting 
specified market penetration, geographic business expansion, customer satisfaction, employee 
satisfaction, human resources management, supervision of litigation and other legal matters, 
information technology, and goals relating to contributions, dispositions, acquisitions, development and 
development related activity, capital markets activity and credit ratings, joint ventures and other private 
capital activity including generating incentive and other fees and raising equity commitments, and other 
transactions, and budget comparisons; (r) personal professional objectives, including any of the 
foregoing performance targets, the implementation of policies and plans, the negotiation of 
transactions, the development of long term business goals, formation and reorganization of joint 
ventures and other private capital activity including generating incentive and other fees and raising 
equity commitments, research or development collaborations, and the completion of other corporate 
transactions; (s) funds from operations (FFO) or funds available for distribution (FAD); (t) economic 
value added (or an equivalent metric); (u) franchise fees or franchise fees growth; (v) improvement in 
or attainment of expense levels or working capital levels; (w) operating portfolio metrics including 
leasing and tenant retention, (x) income before taxes less net income attributable to non-controlling 
interests; (y) development of alternative growth strategies besides Texas Roadhouse, or (z) any 
combination of, or a specified increase in, any of the foregoing. Where applicable, the performance 
targets may be expressed in terms of attaining a specified level of the particular criteria or the 
attainment of a percentage increase or decrease in the particular criteria, and may be applied to one or 
more of the Company, an Affiliate, or a division or strategic business unit of the Company, or may be 
applied to the performance of the Company relative to a market index, a group of other companies or 
a combination thereof, all as determined by the Committee. The performance targets may include a 
threshold level of performance below which no payment will be made (or no vesting will occur), levels 
of performance at which specified payments will be made (or specified vesting will occur), and a 
maximum level of performance above which no additional payment will be made (or at which full 
vesting will occur). Each performance target shall be subject to certification by the Committee; 
provided that the Committee shall have the authority to adjust such targets in recognition of 
extraordinary items or other unusual or non-recurring events, including acquisitions and dispositions of 
businesses and assets affecting the Company and any Affiliate or other business unit or the financial 
statements of the Company or any Affiliate, impact of charges for restructurings, discontinued 
operations, litigation and impairments, the cumulative effects of tax or accounting principles as 
identified in financial statements, notes to financial statements, management’s discussion and analysis 
or other SEC filings and items that may not be infrequent or unusual but which may have inconsistent 
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effects on performance and which are in accordance with Regulation G issued under the 
Sarbanes-Oxley Act of 2002. 


2.30 “Plan” means this Texas Roadhouse, Inc. 2013 Long-Term Incentive Plan. 
2.31 “Prior Plan” means the Texas Roadhouse, Inc. 2004 Equity Incentive Plan. 


2.32 “Rule 16b-3” means Rule 16b-3 promulgated under the Exchange Act or any successor to 
Rule 16b-3, as in effect from time to time. 


2.33 “Securities Act” means the Securities Act of 1933, as amended. 


2.34 “Stock Appreciation Right’ or “SAR” means an Award that entitles the Participant to receive, 
in cash or shares of Common Stock (as determined in accordance with the terms of the Plan) value 
equal to the excess of: (a) the Fair Market Value of a specified number of shares of Common Stock at 
the time of exercise; over (b) the Exercise Price established by the Committee at the time of grant. 


2.35 “Substitute Award” means an Award granted or shares of Common Stock issued by the 
Company in assumption of, or in substitution or exchange for, an award previously granted, or the right 
or obligation to make a future award, in all cases by a company acquired by the Company or any 
Affiliate or with which the Company or any Affiliate combines. In no event shall the issuance of 
Substitute Awards change the terms of such previously granted awards such that the change, if applied 
to a current Award, would be prohibited under subsection 5.6. 


3. ADMINISTRATION. 





3.1. Administration by Committee. The authority to control and manage the operation and 
administration of the Plan shall be vested in the Committee. If the Committee does not exist, or for 
any other reason determined by the Board, the Board may take any action under the Plan that would 
otherwise be the responsibility of the Committee. 


3.2 Powers of Committee. Subject to the terms and conditions of the Plan, the Committee shall 
have the power, authority and discretion subject to, and within the limitations of, the express provisions 
of the Plan: 


(a) To (i) determine from time to time which of the Eligible Persons shall be granted 
Awards; when and how each Award shall be granted; what type or combination of types of Award 
shall be granted; the provisions of each Award granted (which need not be identical), including the 
time or times when a person shall be permitted to receive Common Stock or cash pursuant to an 
Award and any restrictions, performance targets and other terms and conditions of Awards; and 
the number of shares of Common Stock with respect to which an Award shall be granted to each 
such person; (ii) modify the terms of, cancel or suspend Awards; and (iii) reissue or repurchase 
Awards. 


(b) Without limiting the generality of the Committee’s authority with respect to the Plan, the 
Committee shall have the power to accelerate the time at which an Award may first be exercised 
or the time during which an Award or any part thereof will vest in accordance with the terms and 
conditions of the Plan, notwithstanding the provisions in the Award stating the time at which it 
may first be exercised or the time during which it will vest. 


(c) Subject to the provisions of the Plan, the Committee will have the authority and 
discretion to determine the extent to which Awards under the Plan will be structured to conform 
to the requirements applicable to Performance-Based Compensation, and to take such action, 
establish such procedures, and impose such restrictions at the time such Awards are granted as the 
Committee determines to be necessary or appropriate to conform to such requirements. 
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(d) To conclusively construe and interpret the Plan and Awards granted under it, and to 
establish, amend and revoke rules and regulations for its administration. The Committee, in the 
exercise of this power, may correct any defect, omission or inconsistency in the Plan or in any 
Award Agreement, in a manner and to the extent it shall deem necessary or expedient to make the 
Plan fully effective. 


(e) Generally, to exercise such powers and to perform such acts as the Board deems 
necessary or expedient to promote the best interests of the Company and that are not in conflict 
with the provisions of the Plan. 


(f) Without limiting the generality of the foregoing, it is the intention of the Company that, 
to the extent that any provisions of this Plan or any Awards granted hereunder are subject to 
section 409A of the Code, the Plan and the Awards comply with the requirements of section 409A 
of the Code and that the Plan and Awards be administered in accordance with such requirements 
and the Committee shall have the authority to amend any outstanding Awards to conform to the 
requirements of section 409A. 


3.3 Delegation of Committee Duties. Except to the extent prohibited by applicable law or the 
rules of any stock exchange on which the Common Stock is listed, the Committee may allocate all or 
any portion of its responsibilities and powers to any one or more of its members and may delegate all 
or any part of its responsibilities and powers to any person or persons selected by it. Any such 
allocation or delegation may be revoked by the Committee at any time. 


3.4 Effect of Committee’s Decision. All determinations, interpretations and constructions made by 
the Committee in good faith shall not be subject to review by any person and shall be final, binding 
and conclusive on all persons. 


3.5 Liability and Indemnification of Committee. No member or authorized delegate of the 
Committee shall be liable to any person for any action taken or omitted in connection with the 
administration of the Plan unless attributable to his own fraud or willful misconduct; nor shall the 
Company or any Affiliate be liable to any person for any such action unless attributable to fraud or 
willful misconduct on the part of a director or employee of the Company or Affiliate. The Committee, 
the individual members thereof, and persons acting as the authorized delegates of the Committee 
under the Plan, shall be indemnified by the Company against any and all liabilities, losses, costs and 
expenses (including legal fees and expenses) of whatsoever kind and nature which may be imposed on, 
incurred by or asserted against the Committee or its members or authorized delegates by reason of the 
performance of a Committee function if the Committee or its members or authorized delegates did not 
act dishonestly or in willful violation of the law or regulation under which such liability, loss, cost or 
expense arises. This indemnification shall not duplicate but may supplement any coverage available 
under any applicable insurance. 


4. SHARES SUBJECT TO THE PLAN; LIMITATIONS. 





4.1 Shares Subject to the Plan. Subject to the provisions of subsection 4.3 (relating to 
adjustments to shares and limitations) and the other terms and conditions of the Plan, the shares of 
Common Stock that may be issued pursuant to Awards granted under the Plan shall be subject to the 
following: 


(a) The shares of Common Stock subject to the Plan may be currently authorized but 
unissued shares, currently held or shares reacquired by the Company, or shares purchased in the 
open market or private transactions. 


(b) The number of shares of Common Stock which may be issued with respect to Awards 
under the Plan shall be equal to 7,000,000. 
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(c) Substitute Awards shall not reduce the number of shares of Common Stock that may be 
issued under the Plan or that may be covered by Awards granted to any one Participant during any 
period pursuant to subsections 4.1(e) or 4.1(f). 


(d) The maximum number of shares of Common Stock that may be delivered pursuant to 
Incentive Stock Options granted under the Plan shall be 7,000,000; provided, however, that to the 
extent that shares not delivered must be counted against this limit as a condition of satisfying the 
rules applicable to Incentive Stock Options, such rules shall apply to the limit on Incentive Stock 
Options under the Plan. 


(e) The maximum number of shares of Common Stock granted to any one Participant during 
any one (1) calendar-year period pursuant to Section 5 (relating to Options and SARs) shall be 
1,000,000 shares. For purposes of this subsection 4.1(e), if an Option is in tandem with an SAR, 
such that the exercise of the Option or SAR with respect to a share of Common Stock cancels the 
tandem SAR or Option, respectively, with respect to such share, the tandem Option and SAR with 
respect to each share of Common Stock shall be counted as covering only one share of Common 
Stock for purposes of applying the limitations of this subsection 4.1(e). 


(f) For Full Value Awards that are intended to be Performance-Based Compensation, no 
more than 1,000,000 shares of Common Stock may be delivered pursuant to such Awards granted 
to any one Participant during any one (1) calendar-year period (regardless of whether settlement 
of the Award is to occur prior to, at the time of, or after the time of vesting); provided that 
Awards described in this subsection 4.1(f) shall be subject to the following: 


(i) If the Awards are denominated in Common Stock but an equivalent amount of cash 
is delivered in lieu of delivery of shares of Common Stock, the foregoing limit shall be applied 
based on the methodology used by the Committee to convert the number of shares of 
Common Stock into cash. 


(ii) If delivery of Common Stock or cash is deferred until after the Common Stock has 
been earned, any adjustment in the amount delivered to reflect actual or deemed investment 
experience after the date the Common Stock is earned shall be disregarded. 


(g) For Cash Incentive Awards that are intended to be Performance-Based Compensation, 
the maximum amount payable to any Participant with respect to any twelve (12) month 
performance period shall equal $5,000,000 (pro rated for performance periods that are greater or 
lesser than twelve (12) months); provided that Awards described in this subsection 4.1(g), shall be 
subject to the following: 


(i) If the Awards are denominated in cash but an equivalent amount of Common Stock 
is delivered in lieu of delivery of cash, the foregoing limit shall be applied to the cash based 
on the methodology used by the Committee to convert the cash into Common Stock. 


(ii) If delivery of Common Stock or cash is deferred until after cash has been earned, 
any adjustment in the amount delivered to reflect actual or deemed investment experience 
after the date the cash is earned shall be disregarded. 


4.2 Reversion of Shares to Share Reserve. If any Award shall for any reason expire or otherwise 


terminate, in whole or in part, without the full amount of shares of Common Stock issuable under such 
Award having been issued, the shares of Common Stock not issued under such Award shall revert to 
and again become available for issuance under the Plan. For this purpose, shares withheld to pay the 
Exercise Price of an Option or to pay tax withholding shall be treated as issued and shall not revert 
and again be available for issuance under the Plan. 
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4.3 Adjustment to Shares and Limits. In the event of a stock dividend, stock split, reverse stock 
split, extraordinary cash dividend, recapitalization, reorganization, merger, consolidation, split-up, 
spin-off, exchange of shares, sale of assets or subsidiaries, combination, or other corporate transaction 
that affects the Common Stock such that the Committee determines, in its sole discretion, that an 
adjustment is warranted in order to preserve the benefits or prevent the enlargement of benefits of 
Awards under the Plan, the Committee shall, in the manner it determines equitable in its sole 
discretion, (a) adjust the number and kind of shares which may be delivered under the Plan (including 
adjustments to the number and kind of shares that may be granted to an individual during any 
specified time as described in subsection 4.1); (b) adjust the number and kind of shares subject to 
outstanding Awards; (c) adjust the Exercise Price of outstanding Options and SARs; and (d) make any 
other adjustments that the Committee determines to be equitable (which may include, without 
limitation, (i) replacement of Awards with other awards which the Committee determines have 
comparable value and which are based on stock of a company resulting from the transaction, and 
(ii) cancellation of the Award in return for cash payment of the current value of the Award, 
determined as though the Award is fully vested at the time of payment, provided that in the case of an 
Option or SAR, the amount of such payment may be the excess of value of the shares of Common 
Stock subject to the Option or SAR at the time of the transaction over the Exercise Price). 


5. OPTIONS AND STOCK APPRECIATION RIGHTS. 





5.1 Eligibility. The Committee shall designate the Participants to whom Options or SARs are to 
be granted under the Plan and shall determine the number of shares of Common Stock subject to each 
such Option or SAR and the other terms and conditions thereof, not inconsistent with the Plan. 
Without limiting the generality of the foregoing, the Committee may not grant dividend equivalent 
rights (current or deferred) with respect to any Option or SAR granted under the Plan. Options may 
be either Incentive Stock Options or Non-Qualified Stock Options, as determined in the discretion of 
the Committee; provided, however, that Incentive Stock Options may only be granted to Employees. 
An Option will be deemed to be a Non-Qualified Stock Option unless it is specifically designated by 
the Committee as an Incentive Stock Option. Any Option that is intended to constitute an Incentive 
Stock Option shall satisfy any other requirements of section 422 of the Code and, to the extent such 
Option does not satisfy such requirements, the Option shall be treated as a Non-Qualified Stock 
Option. 


5.2 Exercise Price. The “Exercise Price” of each Option or SAR shall be established by the 
Committee at the time of grant; provided, however, that in no event shall such price be less than 100% 
of the Fair Market Value of a share of Common Stock on the date the Option or SAR is granted (or, 
if greater, the par value of a share of Common Stock on that date). 


5.3 Vesting and Exercisability. The terms and conditions relating to exercise and vesting of an 
Option or SAR shall be established by the Committee to the extent not inconsistent with the Plan and 
may include, without limitation, conditions relating to Continuous Service, achievement of performance 
standards prior to exercise or achievement of Common Stock ownership guidelines by the Participant. 
No Option or SAR may be exercised by a Participant prior to the date on which it is vested (or 
exercisable) or after the Expiration Date applicable thereto. 


5.4 Payment of Exercise Price of Options. The Exercise Price of an Option shall be paid, to the 
extent permitted by applicable statutes and regulations and except as otherwise limited in the Award 
Agreement, either at the time the Option is exercised (except that, in the case of an exercise through 
the use of cash equivalents, payment may be made as soon as practicable after exercise) by any of the 
following forms (a) cash or cash equivalents, (b) tender to the Company, by actual delivery or by 
attestation, shares of Common Stock valued at Fair Market Value as of the day of exercise, (c) in any 
other form of legal consideration that may be acceptable to the Committee, or (d) any combination 
thereof as determined by the Committee; provided, however, that shares of Common Stock may not be 
used to pay any portion of the Exercise Price unless the holder thereof has good title, free and clear of 
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all liens and encumbrances. Unless otherwise determined by the Committee, any portion of the 
Exercise Price that is paid by delivery to the Company of other Common Stock acquired, directly or 
indirectly from the Company, shall be paid only by shares of the Common Stock of the Company that 
have been held for more than six (6) months (or such longer or shorter period of time required to 
avoid the treatment of the Option as a variable award for financial accounting purposes). 


5.5 Expiration Date. The “Expiration Date” with respect to an Option or SAR means the date 
established as the Expiration Date by the Committee at the time of the grant (as the same may be 
modified in accordance with the terms of the Plan). An Option or SAR shall not be exercisable after 
the Expiration Date and, as of any date, an Option or SAR shall only be exercisable with respect to the 
portion thereof that is otherwise exercisable (or vested). Unless otherwise determined by the 
Committee, the Expiration Date of an Option or SAR shall be determined in accordance with the 
following: 


(a) In the event that a Participant’s Continuous Service terminates (other than upon the 
Participant’s death or Disability), the Expiration Date shall be the date that is three (3) months 
following the termination of the Participant’s Continuous Service. 


(b) In the event that a Participant’s Continuous Service terminates as a result of the 
Participant’s Disability, the Expiration Date shall be the date that is twelve (12) months following 
such termination. 


(c) In the event that (i) a Participant’s Continuous Service terminates as a result of the 
Participant’s death or (ii) the Participant dies after termination for a reason other than death but 
prior to the Expiration Date of the Option or SAR, the Expiration Date shall be the date that is 
twelve (12) months following the date of termination. 


Notwithstanding any provision of the Plan or any Award Agreement, in no event shall the 
Expiration Date of an Option or SAR be later than the tenth (10th) anniversary of the date on which it 
was granted. Any Option or SAR that is not exercised prior to the Expiration Date shall immediately 
terminate. 


5.6 No Repricing. Except for either adjustments pursuant to subsection 4.3 (relating to the 
adjustment of shares), or reductions of the Exercise Price approved by the Company’s stockholders, the 
Exercise Price of any outstanding Option or SAR may not be decreased after the date of grant nor may 
an outstanding Option or SAR granted under the Plan be surrendered to the Company as 
consideration for the grant of a replacement Option or SAR with a lower Exercise Price or a Full 
Value Award. Except as approved by the Company’s stockholders, in no event shall any Option or SAR 
granted under the Plan be surrendered to the Company in consideration for a cash payment if, at the 
time of such surrender, the Exercise Price of the Option or SAR is greater than the then current Fair 
Market Value of a share of Common Stock. In addition, no repricing of an Option or SAR shall be 
permitted without the approval of the Company’s stockholders if such approval is required under the 
rules of any stock exchange on which Common Stock is listed. 


5.7 Post-Exercise Limitations. The Committee, in its discretion, may impose such restrictions on 
shares of Common Stock acquired pursuant to the exercise of an Option as it determines to be 
desirable, including, without limitation, restrictions relating to disposition of the shares and forfeiture 
restrictions based on service, performance, Common Stock ownership by the Participant, conformity 
with the Company’s recoupment or clawback policies and such other factors as the Committee 
determines to be appropriate. 


6. FULL VALUE AWARDS AND CASH INCENTIVE AWARDS. 
6.1 Definitions. 





(a) A “Full Value Award” is a grant of one or more shares of Common Stock or a right to 
receive one or more shares of Common Stock in the future (including restricted stock, restricted 
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stock units, deferred stock units, performance stock and performance stock units). Such grants may 
be subject to one or more of the following, as determined by the Committee: 


(i) The grant may be in consideration of a Participant’s previously performed services or 
surrender of other compensation that may be due. 


(ii) The grant may be contingent on the achievement of performance or other objectives 
(including completion of service) during a specified period. 


(iii) The grant may be subject to a risk of forfeiture or other restrictions that will lapse 
upon the achievement of one or more goals relating to completion of service by the 
Participant or achievement of performance or other objectives. 


The grant of Full Value Awards may also be subject to such other conditions, restrictions and 
contingencies, as determined by the Committee, including provisions relating to dividend or 
dividend equivalent rights, deferred payment or settlement, and the Company’s recoupment or 
clawback policies. Notwithstanding the foregoing, no dividends or dividend equivalent rights will be 
paid or settled on performance-based awards that have not been earned based on the performance 
criteria established. 


(b) A “Cash Incentive Award” is the grant of a right to receive a payment of cash (or in the 
discretion of the Committee, shares of Common Stock having value equivalent to the cash 
otherwise payable) that is contingent on achievement of performance objectives over a specified 
period established by the Committee. The grant of Cash Incentive Awards may also be subject to 
such other conditions, restrictions and contingencies, as determined by the Committee, including 
provisions relating to deferred payment. To the extent applicable, a Cash Incentive Award granted 
under the Plan shall also be subject to the terms and conditions of an employment agreement 
between the Participant and the Company (or one of its Affiliates) in effect as of the date of the 
grant. 


6.2 Special Vesting Rules. Except for (a) awards granted in lieu of other compensation, (b) award 
grants that are a form of payment of earned performance awards or other incentive compensation, or 
(c) awards granted to employees who have completed a minimum period of service with the Company 
and its Affiliates of at least three years, if (I) an employee’s right to become vested in a Full Value 
Award is conditioned on the completion of a specified period of service with the Company or the 
Affiliates, without achievement of performance targets or other performance objectives (whether or not 
related to performance criteria) being required as a condition of vesting, then the required period of 
service for full vesting shall be not less than three (3) years and (II) if an employee’s right to become 
vested in a Full Value Award is conditioned upon the achievement of performance targets or other 
performance objectives (whether or not related to performance criteria) being required as a condition 
of vesting, then the required vesting period shall be at least one (1) year, subject, to the extent 
provided by the Committee, to pro rated vesting over the course of such three (3) or one (1) year 
period, as applicable, and to acceleration of vesting in the event of the Participant’s death, Disability, 
involuntary termination, retirement or in connection with a Change in Control. 


6.3. Performance-Based Compensation. The Committee may designate a Full Value Award or 
Cash Incentive Award granted to any Participant as “Performance-Based Compensation” within the 
meaning of section 162(m) of the Code and regulations thereunder. To the extent required by 
section 162(m) of the Code, any Full Value Award or Cash Incentive Award so designated shall be 
conditioned on the achievement of one or more performance targets as determined by the Committee 
and the following additional requirements shall apply: 


(a) The performance targets established for the performance period established by the 
Committee shall be objective (as that term is described in regulations under section 162(m) of the 
Code), and shall be established in writing by the Committee not later than ninety (90) days after 
the beginning of the performance period (but in no event after twenty five percent (25%) of the 
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performance period has elapsed), and while the outcome as to the performance targets is 
substantially uncertain. The performance targets established by the Committee may be with respect 
to corporate performance, operating group or sub-group performance, individual company 
performance, other group or individual performance, or division performance, and shall be based 
on one or more of the Performance Criteria. 


(b) A Participant otherwise entitled to receive a Full Value Award or Cash Incentive Award 
for any performance period shall not receive a settlement or payment of the Award until the 
Committee has determined that the applicable performance target(s) have been attained. To the 
extent that the Committee exercises discretion in making the determination required by this 
subsection 6.3(b), such exercise of discretion may not result in an increase in the amount of the 
payment. 


(c) Ifa Participant’s employment terminates because of death or Disability, or if a Change in 
Control occurs prior to the Participant’s Termination Date, the Participant’s Cash Incentive Award 
may, to the extent provided by the Committee, become vested without regard to whether the Cash 
Incentive Award would be Performance-Based Compensation. 


(d) A Full Value Award designated as Performance-Based Compensation shall not vest prior 
to the first anniversary of the date on which it is granted (subject to acceleration of vesting, to the 
extent provided by the Committee, in the event of the Participant’s death, Disability or Change in 
Control). 


Nothing in this Section 6 shall preclude the Committee from granting Full Value Awards or Cash 
Incentive Awards under the Plan or the Committee, the Company or any Affiliate from granting any 
Cash Incentive Awards outside of the Plan that are not intended to be Performance-Based 
Compensation; provided, however, that, at the time of grant of Full Value Awards or Cash Incentive 
Awards by the Committee, the Committee shall designate whether such Awards are intended to 
constitute Performance-Based Compensation. To the extent that the provisions of this Section 6 reflect 
the requirements applicable to Performance-Based Compensation, such provisions shall not apply to the 
portion of the Award, if any, that is not intended to constitute Performance-Based Compensation. 


7. MISCELLANEOUS. 


7.1 Effective Date, Approval Date and Effect on Prior Plan. The Plan will be effective as of the 
date it is adopted by the Board (the “Effective Date’’); provided, however, that Cash Incentives granted 
prior to the Approval Date that are intended to constitute Performance-Based Compensation shall not 
be paid unless the Plan is approved by the Company’s stockholders; and provided further that, any 
Awards other the Cash Incentive Awards that are intended to constitute Performance-Based 
Compensation shall not be granted prior to the Approval Date. The Plan shall be unlimited in duration 
and, in the event of Plan termination, shall remain in effect as long as any Awards granted under it are 
outstanding and not fully vested or paid, as applicable; provided, however, that no new Awards shall be 
made under the Plan on or after the tenth (10") anniversary of the Effective Date. Upon the Approval 
Date, no further awards will be made under the Prior Plan. Any awards made under the Prior Plan 
prior to the Approval Date shall continue to be subject to the terms and conditions of the applicable 
Prior Plan. If the Approval Date does not occur, awards may continue to be made under the Prior Plan 
subject to the terms and conditions thereof. 





7.2. Limits on Distribution. Distribution of Common Stock or other amounts under the Plan shall 
be subject to the following: 


(a) Notwithstanding any other provision of the Plan, the Company shall have no liability to 
deliver any Common Stock under the Plan or make any other distribution of benefits under the 
Plan unless such delivery or distribution would comply with all applicable laws and the applicable 
requirements of any securities exchange or similar entity. 
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(b) In the case of a Participant who is subject to Section 16(a) and 16(b) of the Exchange 
Act, the Committee may, at any time, add such conditions and limitations to any Award to such 
Participant, or any feature of any such Award, as the Committee, in its sole discretion, deems 
necessary or desirable to comply with Section 16(a) or 16(b) and the rules and regulations 
thereunder or to obtain any exemption therefrom. 


(c) To the extent that the Plan provides for issuance of certificates to reflect the transfer of 
Common Stock, the transfer of such Common Stock may be effected on a non-certificated basis, to 
the extent not prohibited by applicable law or the rules of any stock exchange on which the 
Common Stock is listed. 


7.3 Liability for Cash Payments. Subject to the provisions of this Section 7, each Affiliate shall be 
liable for payment of cash due under the Plan with respect to any Participant to the extent that such 
payment is attributable to the services rendered for that Affiliate by the Participant. Any disputes 
relating to liability of an Affiliate for cash payments shall be resolved by the Committee. 


7.4. Stockholder Rights. No Participant shall be deemed to be the holder of, or to have any of 
the rights of a holder with respect to, any shares of Common Stock subject to such Award unless and 
until such Participant has satisfied all requirements for exercise of the Award pursuant to its terms. 


7.5. No Employment or Other Service Rights. Nothing in the Plan or any instrument executed or 
Award granted pursuant thereto shall confer upon any Participant any right to continue to serve the 
Company or an Affiliate in the capacity in effect at the time the Award was granted or shall affect the 
right of the Company or an Affiliate to terminate (a) the employment of an Employee with or without 
notice and with or without cause, (b) the service of a Consultant pursuant to the terms of such 
Consultant’s agreement with the Company or an Affiliate, or (c) the service of a director pursuant to 
the bylaws of the Company or an Affiliate, and any applicable provisions of the corporate law of the 
state in which the Company or the Affiliate is incorporated, as the case may be. 


7.6 Withholding Obligations. To the extent provided by the terms of an Award Agreement, the 
Participant may satisfy any federal, state or local tax withholding obligation relating to the exercise or 
acquisition of Common Stock under an Award by any of the following means (in addition to the 
Company’s right to withhold from any compensation paid to the Participant by the Company) or by a 
combination of such means: (a) tendering a cash payment; (b) authorizing the Company to withhold 
shares of Common Stock from the shares of Common Stock otherwise issuable to the Participant as a 
result of the exercise or acquisition of Common Stock under the Award; provided, however, that no 
shares of Common Stock are withheld with a value exceeding the minimum amount of tax required to 
be withheld by law (or such lesser amount as may be necessary to avoid variable award accounting); or 
(c) delivering to the Company owned and unencumbered shares of Common Stock. For purposes of tax 
withholding, the fair market value of the shares will be determined at the time the withholding is 
required. 


7.7 Transferability. Awards under the Plan are not transferable except as designated by the 
Participant by will or by the laws of descent and distribution. To the extent that a Participant has the 
right to exercise an Award, the Award may be exercised during the lifetime of the Participant only by 
the Participant. Notwithstanding the foregoing provisions of this subsection 7.7, the Committee may 
provide that, Awards may be transferred to or for the benefit of the Participant’s family (including, 
without limitation, to a trust or partnership for the benefit of a Participant’s family), subject to such 
procedures as the Committee may establish; provided, however, that in no event shall an Incentive 
Stock Option be transferable to the extent that such transferability would violate the requirements 
applicable to such option under section 422 of the Code. 


7.8 Choice of Law. The laws of the Commonwealth of Kentucky shall govern all questions 
concerning the construction, validity and interpretation of this Plan, without regard to such state’s 
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conflict of laws rules except to the extent that the laws of the state of Delaware apply to corporate 
actions or the issuance of equity. 


7.9 Notices. Any notice or document required to be filed with the Committee under the Plan 
will be properly filed if delivered or mailed by registered mail, postage prepaid, to the Committee, in 
care of the Company, as applicable, at its principal executive offices. The Committee may, by advance 
written notice to affected persons, revise such notice procedure from time to time. Any notice required 
under the Plan (other than a notice of election) may be waived by the person entitled to notice. 


7.10 Form and Time of Elections. Unless otherwise specified herein, each election required or 
permitted to be made by any Participant or other person entitled to benefits under the Plan, and any 
permitted modification or revocation thereof, shall be in writing filed with the applicable Committee at 
such times, in such form, and subject to such restrictions and limitations, not inconsistent with the 
terms of the Plan, as the Committee shall require. 


7.11 Action by the Company or Affiliate. Any action required or permitted to be taken by the 
Company or any Affiliate shall be by resolution of its board of directors or governing body or by action 
of one or more members of the board or governing body (including a committee of the board or 
governing body) who are duly authorized to act for the board or by a duly authorized officer of the 
Company. 


7.12 Gender and Number. Where the context admits, words in any gender shall include any 
other gender, words in the singular shall include the plural and the plural shall include the singular. 


7.13 Foreign Employees. Notwithstanding any other provision of the Plan to the contrary, the 
Committee may grant Awards to eligible persons who are foreign nationals on such terms and 
conditions different from those specified in the Plan as may, in the judgment of the Committee, be 
necessary or desirable to foster and promote achievement of the purposes of the Plan. In furtherance 
of such purposes, the Committee may make such modifications, amendments, procedures and subplans 
as may be necessary or advisable to comply with provisions of laws in other countries or jurisdictions in 
which the Company or any Affiliate operates or has employees. The foregoing provisions of this 
subsection 7.13 shall not be applied to increase the share limitations of Section 4 or to otherwise 
change any provision of the Plan that would otherwise require the approval of the Company’s 
stockholders. 


8. CHANGE IN CONTROL. 





8.1 Acceleration on Change in Control. An Award held by any Participant whose Continuous 
Service has not terminated prior to the effective time of a Change in Control may be subject to 
acceleration of vesting and exercisability upon or after such event as may be provided in the Award 
Agreement for such Award or as may be provided in any other written agreement between the 
Company or any Affiliate and the Participant or otherwise pursuant to such Award. 


8.2 Cut-Back of Parachute Payments. If any payment or benefit a Participant would receive 
hereunder pursuant to a Change in Control from the Company or otherwise (“Payment”) would 
(a) constitute a “parachute payment” within the meaning of Section 280G of the Code, and (b) but for 
this sentence, be subject to the excise tax imposed by Section 4999 of the Code (the “Excise Tax”’), 
then such Payment shall be equal to the Reduced Amount. The “Reduced Amount” shall be either 
(A) the largest portion of the Payment that would result in no portion of the Payment being subject to 
the Excise Tax or (B) the largest portion, up to and including the total, of the Payment, whichever 
amount, after taking into account all applicable federal, state and local employment taxes, income 
taxes, and the Excise Tax (all computed at the highest applicable marginal rate), results in such 
Participant’s receipt, on an after-tax basis, of the greater amount, notwithstanding that all or some 
portion of the Payment may be subject to the Excise Tax. If a reduction in payments or benefits 
hereunder is necessary so that the Payment equals the Reduced Amount, reduction shall occur in the 
following order unless the Participant elects in writing a different order (provided, however, that such 
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election shall be subject to Company approval if made on or after the date on which the event that 
triggers the Payment occurs): (I) reduction in the acceleration of vesting of Awards, and (II) forfeiture 
of Awards. In the event that acceleration of vesting of Awards is to be reduced, such acceleration of 
vesting shall be cancelled in the reverse order of the date of grant of such Participant’s Awards (i.e., 
vesting on the earliest granted Award cancelled last) unless such Participant elects in writing a different 
order for cancellation (provided that no such election shall be given effect if the Award is subject to 
section 409A of the Code). In the event that Awards are to be forfeited, such forfeiture shall occur in 
the reverse order of the date of grant of such Participant’s Awards (i.e., earliest granted Award 
forfeited last) unless such Participant elects in writing a different order for forfeiture (provided that no 
such election shall be given effect if the Award is subject to section 409A of the Code). 


The accounting firm engaged by the Company for general audit purposes as of the day prior to the 
effective date of the Change in Control shall perform the foregoing calculations. If the accounting firm 
so engaged by the Company is serving as accountant or auditor for the individual, entity or group 
effecting the Change in Control, the Company shall appoint a nationally recognized accounting firm to 
make the determinations required hereunder. The Company shall bear all expenses with respect to the 
determinations by such accounting firm required to be made hereunder. 


The accounting firm engaged to make the determinations hereunder shall provide its calculations, 
together with detailed supporting documentation, to such Participant and the Company within 
fifteen (15) calendar days after the date on which such Participant’s right to a Payment is triggered (if 
requested at that time by such Participant or the Company) or such other time as requested by such 
Participant or the Company. If the accounting firm determines that no Excise Tax is payable with 
respect to a Payment, either before or after the application of the Reduced Amount, it shall furnish 
such Participant and the Company with an opinion reasonably acceptable to such Participant that no 
Excise Tax will be imposed with respect to such Payment. Any good faith determinations of the 
accounting firm made hereunder shall be final, binding and conclusive upon such Participant and the 
Company. 


9. AMENDMENT AND TERMINATION. 





The Board may, at any time, amend or terminate the Plan, and the Committee may amend any 
Award Agreement; provided, however that (a) no amendment or termination may, in the absence of 
written consent to the change by the affected Participant (or, if the Participant is not then living, the 
Participant’s affected beneficiary), adversely affect the rights of any Participant or beneficiary under any 
Award granted under the Plan prior to the date such amendment is adopted by the Board (or the 
Committee, if applicable); (b) adjustments pursuant to subsection 4.3 (relating to adjustment to shares) 
shall not be subject to the foregoing limitations of this Section 9; (c) the provisions of subsection 5.6 
(relating to Option and SAR repricing) cannot be amended unless the amendment is approved by the 
Company’s stockholders; and (d) no other amendment shall be made to the Plan without the approval 
of the Company’s stockholders if such approval is required by law or the rules of any stock exchange 
on which the Common Stock is listed. It is the intention of the Company that, to the extent that any 
provisions of this Plan or any Awards granted hereunder are subject to section 409A of the Code, the 
Plan and the Awards comply with the requirements of section 409A of the Code and that the Board 
shall have the authority to amend the Plan as it deems necessary to conform to section 409A. 
Notwithstanding the foregoing, the Company does not guarantee that Awards under the Plan will 
comply with section 409A and the Committee is under no obligation to make any changes to any 
Award to cause such compliance. 
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS 


This Annual Report on Form 10-K contains statements about future events and expectations that 
constitute forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, 
as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. Forward-looking 
statements are based on our beliefs, assumptions and expectations of our future financial and operating 
performance and growth plans, taking into account the information currently available to us. These 
statements are not statements of historical fact. Forward-looking statements involve risks and 
uncertainties that may cause our actual results to differ materially from the expectations of future 
results we express or imply in any forward-looking statements. In addition to the other factors discussed 
under “Risk Factors” elsewhere in this report, factors that could contribute to these differences include, 
but are not limited to: 


our ability to raise capital in the future; 
our ability to successfully execute our growth strategy; 


our ability to successfully open new restaurants, acquire franchise restaurants or execute other 
strategic transactions; 


our ability to increase and/or maintain sales and profits at our existing restaurants; 
our ability to integrate the franchise or other restaurants which we acquire or develop; 
the continued service of key management personnel; 

health concerns about our food products; 

our ability to attract, motivate and retain qualified employees; 


the impact of federal, state or local government laws and regulations relating to our employees 
or production and the sale of food and alcoholic beverages; 


the impact of litigation, including negative publicity; 
the cost of our principal food products; 


labor shortages or increased labor costs, such as health care, market wage levels and workers’ 
compensation insurance costs; 


inflationary increases in the costs of construction and/or real estate; 

changes in consumer preferences and demographic trends; 

the impact of initiatives by competitors and increased competition generally; 
our ability to successfully expand into new domestic and international markets; 


risks associated with partnering with franchisees or other investment partners in markets with 
whom we have no prior history and whose interests may not align with ours; 


the rate of growth of general and administrative expenses associated with building a 
strengthened corporate infrastructure to support our growth initiatives; 


negative publicity regarding food safety, health concerns and other food or beverage related 
matters; 


our franchisees’ adherence to our practices, policies and procedures; 
potential fluctuation in our quarterly operating results due to seasonality and other factors; 


supply and delivery shortages or interruptions; 


* inadequate protection of our intellectual property; 

* volatility of actuarially determined insurance losses and loss estimates; 

* adoption of new, or changes in existing, accounting policies and practices; 

* adverse weather conditions which impact guest traffic at our restaurants; and 


¢ unfavorable general economic conditions in the markets in which we operate that adversely 
affect consumer spending. 
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The words “believe,” “may,” “should,” “anticipate,” ‘‘estimate,” “expect,” “intend,” “objective,” 
“seek,” “plan,” “strive” or similar words, or the negatives of these words, identify forward-looking 
statements. We qualify any forward-looking statements entirely by these cautionary factors. 
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Other risks, uncertainties and factors, including those discussed under “Risk Factors,” could cause 
our actual results to differ materially from those projected in any forward-looking statements we make. 


We assume no obligation to publicly update or revise these forward-looking statements for any 
reason, or to update the reasons actual results could differ materially from those anticipated in these 
forward-looking statements, even if new information becomes available in the future. 


PART I 
ITEM 1—BUSINESS 


Texas Roadhouse, Inc. (““Texas Roadhouse” or the “Company’’) was incorporated under the laws of 
the state of Delaware in 2004. The principal executive office is located in Louisville, Kentucky. 


General Development of Business 


Texas Roadhouse is a growing, moderately priced, full-service restaurant chain. Our founder, 
chairman and chief executive officer (“CEO”), W. Kent Taylor, started the business in 1993 with the 
opening of the first Texas Roadhouse in Clarksville, Indiana. Since then, we have grown to 392 
restaurants in 47 states and two foreign countries. Our mission statement is “Legendary Food, 
Legendary Service®.” Our operating strategy is designed to position each of our restaurants as the local 
hometown destination for a broad segment of consumers seeking high quality, affordable meals served 
with friendly, attentive service. As of December 25, 2012, we owned and operated 320 restaurants and 
franchised or licensed an additional 72 restaurants. Of the 320 restaurants we owned and operated at 
the end of 2012, 318 operated as Texas Roadhouse restaurants, while two operated under the name of 
Aspen Creek. All of our planned restaurant growth in 2013 will be Texas Roadhouse restaurants. 


Financial Information about Operating Segments 


We consider our restaurant and franchising operations as similar and have aggregated them into a 
single reportable segment. The majority of the restaurants operate in the U.S. within the casual dining 
segment of the restaurant industry, providing similar products to similar customers. The restaurants that 
operate in the U.S. also possess similar pricing structures, resulting in similar long-term expected 
financial performance characteristics. Each of our 320 company-owned restaurants is considered an 
operating segment. 


Narrative Description of Business 


Texas Roadhouse is a full-service, casual dining restaurant chain. We offer an assortment of 
specially seasoned and aged steaks hand-cut daily on the premises and cooked to order over open 
gas-fired grills. In addition to steaks, we also offer our guests a selection of ribs, fish, seafood, chicken, 
pork chops, pulled pork and vegetable plates, and an assortment of hamburgers, salads and sandwiches. 


The majority of our entrées include two made-from-scratch side items, and we offer all our guests a 
free unlimited supply of roasted in-shell peanuts and made-from-scratch yeast rolls. 


The operating strategy that underlies the growth of our concept is built on the following key 
components: 


° Offering high quality, freshly prepared food. We place a great deal of emphasis on providing our 
guests with high quality, freshly prepared food. We hand-cut all but one of our assortment of 
steaks and make our sides from scratch. As part of our process, we have developed proprietary 
recipes to provide consistency in quality and taste throughout all restaurants. We expect a 
management level employee to inspect every entrée before it leaves the kitchen to confirm it 
matches the guest’s order and meets our standards for quality, appearance and presentation. In 
addition, we employ a team of product coaches whose function is to provide continual, hands-on 
training and education to our kitchen staff for the purpose of assuring uniform adherence to 
recipes, food preparation procedures, food safety standards, food appearance, freshness and 
portion size. 


° Offering performance-based manager compensation. We offer a performance-based compensation 
program to our individual restaurant managers and multi-restaurant supervisors, who are called 
“managing partners” and “market partners,” respectively. Each of these partners earns a base 
salary plus a performance bonus, which represents a percentage of each of their respective 
restaurant’s pre-tax net income. By providing our partners with a significant stake in the success 
of our restaurants, we believe that we are able to attract and retain talented, experienced and 
highly motivated managing and market partners. 


° Focusing on dinner. In a high percentage of our restaurants, we limit our operating hours to 
dinner only during the weekdays with one-third of our stores offering lunch on Friday. By 
focusing on dinner, our restaurant teams have to prepare for and manage only one shift per day 
during the week. We believe this allows our restaurant teams to offer higher quality, more 
consistent food and service to our guests. In addition, we believe the dinner focus provides a 
better “quality-of-life” for our management teams and, therefore, is a key ingredient in 
attracting and retaining talented and experienced management personnel. We also focus on 
keeping our table-to-server ratios low to allow our servers to truly focus on their guests and 
serve their needs in a personal, individualized manner. 


° Offering attractive price points. We offer our food and beverages at moderate price points that 
are as low as or lower than those offered by many of our competitors. Within each menu 
category, we offer a choice of several price points with the goal of fulfilling each guest’s budget 
and value expectations. For example, our steak entrées, which include the choice of two side 
items, generally range from $9.99 for our 6-ounce sirloin to $24.99 for our 23-ounce Porterhouse 
T-Bone. The per guest average check for the Texas Roadhouse restaurants we owned and 
operated in 2012 was $15.44. Per guest average check represents restaurant sales divided by the 
number of guests served. We considered each sale of an entrée to be a single guest served. Our 
per guest average check is higher as a result of our weekday dinner only focus. 


* Creating a fun and comfortable atmosphere. We believe the atmosphere we establish in our 
restaurants is a key component for fostering repeat business. Our restaurants feature a rustic 
southwestern lodge décor accentuated with hand-painted murals, neon signs, and southwestern 
prints, rugs and artifacts. Additionally, we offer jukeboxes, which continuously play upbeat 
country hits, and in-house entertainment such as line dancing and birthday celebrations. 


Unit Prototype and Economics 


We design our restaurant prototypes to provide a relaxed atmosphere for our guests, while also 
focusing on restaurant-level returns over time. Our current prototypical restaurants consist of a 
freestanding building with approximately 6,700 to 7,200 square feet of space constructed on sites of 
approximately 1.7 to 2.0 acres or retail pad sites, with seating of approximately 57 to 64 tables for a 
total of 245 to 281 guests, including 15 bar seats, and parking for approximately 160 vehicles either 
on-site or in combination with some form of off-site cross parking arrangement. Our current prototypes 
are adaptable to in-line and end-cap locations and/or spaces within an enclosed mall or a shopping 
center. 


As of December 25, 2012, we leased 197 properties and owned 123 properties. Our 2012 average 
unit volume was $4.1 million, which represents restaurant sales for all Texas Roadhouse company 
restaurants open before June 28, 2011. The time required for a new restaurant to reach a steady level 
of cash flow is approximately three to six months. Our capital investment (including cash and non-cash 
costs) for new restaurants varies significantly depending on a number of factors including, but not 
limited to: the square footage, layout, scope of any required site work, type of construction labor 
(union or non-union), local permitting requirements, our ability to negotiate with landlords, cost of 
liquor and other licenses and hook-up fees and geographical location. For 2012, the average capital 
investment for Texas Roadhouse restaurants developed was $3.88 million, broken down as follows: 





Average Cost Low High 
Land()) 2 5.5.42c0o0% be ooh b0P oe eee end bes $ 960,000 $ 457,000 $1,438,000 
Building?) .. e242 h4e¢ saw eedsaon see das 1,440,000 1,138,000 2,108,000 
Furniture and Equipment ............... 1,000,000 943,000 1,112,000 
Pre-opening costs ...........-00-0-00 eee 450,000 330,000 628,000 
Other(3) svi sions wade daseacaeheaeeks 30,000 — 
Votal, os 4-46 4086s dcn dia SiS Peewee aes $3,880,000 





(1) Represents the average cost for land acquisitions or 10x’s initial base rent in the event the 
land is leased. 


(2) Includes site work costs. 


(3) Primarily liquor licensing costs, where applicable. This cost varies based on the licensing 
requirements in each state. 


Our 2012 average capital investment for restaurants developed was $3.88 million compared to our 
2011 average of $3.76 million. Our 2011 average capital investment for restaurants developed was 
$3.76 million compared to our 2010 average of $3.74 million. 


Site Selection 


We continue to refine our site selection process. In analyzing each prospective site, our real estate 
team, including our restaurant market partners, devotes significant time and resources to the evaluation 
of local market demographics, population density, household income levels and site-specific 
characteristics such as visibility, accessibility, traffic generators, proximity of other retail activities, traffic 
counts and parking. We work actively with real estate brokers in target markets to select high quality 
sites and to maintain and regularly update our database of potential sites. We typically require three to 
six months to locate, approve and control a restaurant site and typically four to eight additional months 
to obtain necessary permits. Upon receipt of permits, it requires approximately four months to 
construct, equip and open a restaurant. 


Existing Restaurant Locations 


As of December 25, 2012, we had 320 company restaurants and 72 franchise restaurants in 47 
states and two foreign countries as shown in the chart below. 


Number of Restaurants 





Company Franchise Total 
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Food 


Menu. ‘Texas Roadhouse restaurants offer a wide variety of menu items at attractive prices that 
are designed to appeal to a broad range of consumer tastes. Our dinner entrée prices generally range 
from $9.49 to $24.99, with at least 15 meals priced under $10.00. We offer a broad assortment of 
specially seasoned and aged steaks, including 6, 8, 11 and 16 oz. Sirloins; 10, 12, 16 and 20 oz. 
Rib-eyes; 6 and 8 oz. Filets; 12 and 16 oz. New York Strip; Prime Rib; and our Porterhouse T-Bone, all 
but one of our assortment of steaks are hand-cut daily on the premises and cooked over open gas-fired 
grills. We also offer our guests a selection of fish, seafood, chicken, pork chops, ribs, pulled pork and 
vegetable plates, and an assortment of hamburgers, salads and sandwiches. Entrée prices include 
made-from-scratch yeast rolls and most include the choice of two of the following made-from-scratch 
sides: baked potato, sweet potato, steak fries, mashed potatoes, house or Caesar salad, green beans, 
chili, seasoned rice, buttered corn, applesauce and steamed vegetables. Our menu allows guests to 
customize their meals by ordering steaks that are “smothered” either in sautéed mushrooms, onions, 
cheese or gravy. Guests may also customize their baked potatoes, mashed potatoes or steak fries by 
ordering them “loaded” with sour cream, cheese, bacon and/or butter. Other menu items include 
specialty appetizers such as the “Cactus Blossom®” and “‘Chicken Critters®” (chicken tenders). We also 
provide a “12 & Under” menu for children that includes sirloin steak, rib basket, Lil ‘Dillo Sirloin 
Bites, Jr. Chicken Critters, mini-cheeseburgers, hot dog and macaroni and cheese, all served with one 
side item and a beverage at prices generally between $2.99 and $7.99. 


Most of our restaurants feature a full bar that offers an extensive selection of draft and bottled 
beer, major brands of liquor and wine as well as margaritas. Managing partners are encouraged to 
tailor their beer selection to include regional and local brands. Alcoholic beverages accounted for 
approximately 11% of restaurant sales at Texas Roadhouse in fiscal 2012. 


We have maintained a fairly consistent menu over time, with a selection of approximately 60 
entrees and 90 total menu items. We continually review our menu to consider enhancements to existing 
menu items or the introduction of new items. We change our menu only after guest feedback and an 
extensive study of the operational and economic implications. To maintain our high levels of food 
quality and service, we generally remove one menu item for every new menu item introduced so as to 
facilitate our ability to execute high quality meals on a focused range of menu items. 


Food Quality and Safety. We are committed to serving a varied menu of high-quality, great tasting 
food items with an emphasis on freshness. We have developed proprietary recipes to establish 
consistency in quality and taste throughout all restaurants and provide a unique flavor experience to 
our guests. At each restaurant, a fully trained meat cutter hand cuts our steaks and other restaurant 
team members prepare our side items and yeast rolls from scratch in the restaurants daily. We assign 
individual kitchen employees to the preparation of designated food items in order to focus on quality, 
consistency and speed. Additionally, we expect a management level employee to inspect every entrée 
before it leaves the kitchen to confirm it matches the guest’s order and meets our standards for quality, 
appearance and presentation. 


We employ a team of product coaches whose function is to provide continual, hands-on training 
and education to the kitchen staff in all Texas Roadhouse restaurants for the purpose of reinforcing the 
uniformity of recipes, food preparation procedures, food safety standards, food appearance, freshness 
and portion size. The team currently consists of 46 product coaches, supporting all Texas Roadhouse 
restaurants system-wide. 


Food safety is of utmost importance to us. We currently utilize several programs to help facilitate 
adherence to proper food preparation procedures and food safety standards. We have a Product 
Quality team whose function, in conjunction with our product coaches, is to develop, enforce and 
maintain programs designed to promote compliance with food safety guidelines. Where required, food 
items purchased from qualified vendors have been inspected by reputable, outside inspection services 


confirming that the vendor is compliant with United States Food and Drug Administration (the ““FDA’) 
and United States Department of Agriculture (“USDA”) guidelines. 


We perform sanitation audits on each restaurant four times a year and these results are reviewed 
by various members of operations and management. To reinforce the importance of food safety, we 
have printed all HAACP (Hazard Analysis and Critical Points) in bold type on each recipe. In addition, 
most of our product coaches have obtained or are in the process of obtaining their food safety 
professional designation. 


Purchasing. Our purchasing philosophy is designed to consistently supply fresh, quality products 
to the restaurants at competitive prices while maximizing operating efficiencies. We negotiate directly 
with suppliers for substantially all food and beverage products to ensure consistent quality and 
freshness and obtain competitive prices. Certain products, such as dairy products and select produce, 
are purchased locally to assure freshness. 


Food and supplies are ordered by, and shipped directly to the restaurants, as we do not maintain a 
central product warehouse or commissary. Most food products used in the operation of our restaurants 
are distributed to individual restaurants through an independent national distribution company. We 
strive to qualify more than one supplier for all key food items and believe that beef of comparable 
quality as well as all other essential food and beverage products are available, upon short notice, from 
alternative qualified suppliers. 


Service 


Guest Satisfaction. We believe that guest satisfaction and our ability to continually evaluate and 
improve the guest experience at each of our restaurants is important to our success. Through the use of 
guest surveys, our website “texasroadhouse.com,” a toll-free guest response telephone line and personal 
interaction in the restaurant, we receive valuable feedback from guests. Additionally, we employ an 
outside service to administer a “Secret Shopper” program whereby trained individuals periodically dine 
and comprehensively evaluate the guest experience at each of our restaurants. Particular attention is 
given to food, beverage and service quality, cleanliness, staff attitude and teamwork, and manager 
visibility and interaction. The resulting reports are used for follow up training feedback to both staff 
and management. We continue to evaluate and implement processes relating to guest satisfaction, 
including reducing guest wait times and improving host interaction with the guest. 


Atmosphere. The atmosphere of Texas Roadhouse restaurants is intended to appeal to broad 
segments of the population, children, families, couples, adults and business persons. Substantially all 
Texas Roadhouse restaurants are of our prototype design, reflecting a rustic southwestern lodge 
atmosphere, featuring an exterior of rough-hewn cedar siding and corrugated metal. The interiors 
feature pine floors and stained concrete and are decorated with hand-painted murals, neon signs, 
southwestern prints, rugs and artifacts. The restaurants contain jukeboxes that continuously play upbeat 
country hits. Guests may also view a display-baking area where our made-from-scratch yeast rolls are 
prepared and a meat cooler displaying fresh cut steaks, and may wait for seating in either a spacious, 
comfortable waiting area or a southwestern style bar. While waiting for a table, guests can enjoy 
complimentary roasted in-shell peanuts and upon being seated at a table, guests can enjoy 
made-from-scratch yeast rolls along with roasted in-shell peanuts. 


People 


Management and Employees. Each of our restaurants is generally staffed with one managing 
partner, one kitchen manager and one service manager, and, in most cases, one or more additional 
assistant managers and/or key employees. Managing partners are single restaurant operators who have 
primary responsibility for the day-to-day operations of the entire restaurant and are responsible for 
maintaining the standards of quality and performance we establish. We use market partners to 


supervise the operation of our restaurants. Generally, each market partner has supervisory 
responsibilities for up to 10 to 15 managing partners and their respective management teams. Market 
partners also assist with our site selection process and recruitment of new management teams. Through 
regular visits to the restaurants, the market partners facilitate adherence to all aspects of our concept, 
strategy and standards of quality. To further facilitate adherence to our standards of quality and to 
achieve uniform execution throughout the system, we employ product coaches who regularly visit the 
restaurants to assist in training of both new and existing employees and to grade food quality. The 
attentive service and high quality food, which results from each restaurant having a managing partner, 
two to three managers and the hands-on assistance of a product coach are critical to our success. 


Training and Development. All restaurant employees are required to complete varying degrees of 
training before and during employment. Our detailed training program emphasizes our operating 
strategy, procedures and standards and is conducted individually at Texas Roadhouse restaurants and in 
groups in Louisville, Kentucky. 


Our managing and market partners are generally required to have significant experience in the 
full-service restaurant industry and are generally hired at a minimum of nine to 12 months before their 
placement in a new or existing restaurant to allow time to fully train in all aspects of restaurant 
operations. All managing partners, kitchen and service managers and other management team members 
are required to complete a comprehensive training program of up to 17 weeks, which includes training 
for every position in the restaurant. Trainees are validated at pre-determined points during their 
training by either the market partner, product coach or a training manager or service coach. 


A number of our restaurants have been certified as training centers by our training department. 
This certification confirms that the training center adheres to established operating procedures and 
guidelines. Additionally, most restaurants are staffed with training coordinators responsible for ongoing 
daily training needs. 


For new restaurant openings, a full team of designated trainers, each specializing in a specific 
restaurant position, is deployed to the restaurant at least ten days before opening. Formal employee 
training begins seven days before opening, and follows a uniform, comprehensive training course as 
directed by a training manager. 


Marketing 


Our marketing strategy aims to promote the Texas Roadhouse brand, while retaining a localized 
focus, to: 


* increase comparable restaurant sales by increasing the frequency of visits by our current guests 
and attracting new guests to our restaurants; 


* support new restaurant openings to achieve restaurant sales and operating margin goals; and 
* communicate and promote our brand’s food quality, the guest experience and value. 


We accomplish these objectives through three major initiatives. 


In-restaurant Marketing. A significant portion of our marketing fund is spent in communicating 
with our guests while they are in our restaurants through point of purchase materials. We believe 
special promotions such as Valentine’s Day and Mother’s Day drive significant repeat business. Also, 
our eight week holiday gift card campaign is one of our most significant promotions. In addition, our 
mascot, “Andy Armadillo®”’, provides our guests with a familiar and easily identifiable face. 
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Local Restaurant Area Marketing. Given our strategy to be a neighborhood destination, local area 
marketing is integral in developing brand awareness in each market. To enhance our visibility in new 
markets, we deliver free food to local businesses in connection with new restaurant openings and on an 
ongoing basis to drive awareness. Managing partners are encouraged to participate in creative 
community-based marketing, such as hosting local radio or television programs. We also engage in a 
variety of promotional activities, such as contributing time, money and complimentary meals to 
charitable, civic and cultural programs. For instance, our involvement with the Special Olympics, a local 
Little League baseball team, a local church or the Armed Forces, shows our ‘‘Legendary Care, Concern 
and Support’ for our communities. We leverage the corresponding recognition in our public relations 
and marketing efforts to communicate our corporate values and mission statement to our guests. We 
employ marketing coordinators at the restaurant and market level to develop and execute the majority 
of the local marketing strategies. 


Advertising. Our restaurant concept does not rely on national advertising to promote the brand. 
We utilize public relations to generate “earned media” story placement in local, regional and national 
media. Our concept also uses a permission-based e-mail loyalty program to promote our brand and our 
growing social media strategy provides us the opportunity to frequently communicate with our guests. 
This approach aligns with our focus on local store marketing and community involvement. 


Restaurant Franchise Arrangements 


Franchise Restaurants. As of December 25, 2012, we had 19 franchisees that operated 72 
restaurants in 23 states and two foreign countries. Domestically, franchise rights are granted for specific 
restaurants only, as we have not granted any rights to develop a territory in the United States. 
Approximately 75% of our franchise restaurants are operated by nine franchisees. No franchisee 
operates more than 14 restaurants. 


Our standard domestic franchise agreement has a term of ten years with two renewal options for 
an additional five years each if certain conditions are satisfied. Our current form of franchise 
agreement requires the franchisee to pay a royalty fee of 4.0% of gross sales. The royalty fee varies 
depending on when the agreements were entered into and range from 2.0% of gross sales to the 
current 4.0% fee. We may, at our discretion, waive or reduce the royalty fee on a temporary or 
permanent basis. “Gross sales”” means the total selling price of all services and products related to the 
restaurant. Gross sales do not include: 


* employee discounts or other discounts; 

* tips or gratuities paid directly to employees by guests; 

* any federal, state, municipal or other sales, value added or retailer’s excise taxes; or 

* adjustments for net returns on salable goods and discounts allowed to guests on sales. 


Domestic franchisees are currently required to pay 0.3% of gross sales to a national advertising 
and marketing fund for the development of advertising materials, system-wide promotions and related 
marketing efforts. We have the ability under our agreements to increase the required national 
advertising and marketing fund contribution up to 2.5% of gross sales. We may also charge a marketing 
fee of 0.5% of gross sales, which we may use for market research and to develop system-wide 
promotional and advertising materials. A franchisee’s total required advertising contribution or 
spending will not be more than 3.0% of gross sales. 


Our standard domestic franchise agreement gives us the right, but not the obligation, to compel a 
franchisee to transfer its assets to us in exchange for shares of our stock, or to convert its equity 
interests into shares of our stock. The amount of shares that a franchisee would receive is based on a 
formula that is included in the franchise agreement. 
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We have entered into one area development and franchise agreement for the development of 
restaurants in eight countries in the Middle East over ten years. Our franchisee is required to pay us a 
franchise fee for each restaurant to be opened, royalties on the gross sales of each restaurant and a 
development fee for our grant of development rights in the named countries. The term of the 
agreement may be extended, and the franchisee has rights to expand into additional countries. We 
anticipate that the specific business terms of any future franchise agreement for international 
restaurants might vary significantly from the standard terms of our domestic agreements and from the 
terms of the single existing international agreement, depending on the territory to be franchised and 
the extent of franchisor-provided services to each franchisee. 


Any of our franchise agreements, whether domestic or international, may be terminated if the 
franchisee defaults in the performance of any of its obligations under the franchise agreement, 
including its obligations to operate the restaurant in strict accordance with our standards and 
specifications. A franchise agreement may also be terminated if a franchisee becomes insolvent, fails to 
make its required payments, creates a threat to the public health or safety, ceases to operate the 
restaurant, or misuses the Texas Roadhouse trademarks. 


Franchise Compliance Assurance. We have various systems in place to promote compliance with 
our systems and standards, both during the development and operating of franchise restaurants. We 
actively work with our franchisees to support successful franchise operations as well as compliance with 
the Texas Roadhouse standards and procedures. During the restaurant development phase, we approve 
the selection of restaurant sites and make available copies of our prototype building plans to 
franchisees. In addition, we ensure that the building design is in compliance with our standards. We 
provide training to the managing partner and up to three other managers of a franchisee’s first 
restaurant. We also provide trainers to assist in the opening of every domestic franchise restaurant; we 
provide trainers to assist our international franchisees in the opening of their restaurants until such 
time as they develop an approved restaurant opening training program. Finally, on an ongoing basis, we 
conduct reviews on all franchise restaurants to determine their level of effectiveness in executing our 
concept at a variety of operational levels. Our franchisees are required to follow the same standards 
and procedures regarding equipment, food purchases and food preparation as we maintain in our 
company restaurants. Reviews are conducted by seasoned operations teams, and focus on key areas 
including health, safety and execution proficiency. 


To continuously improve our communications with franchisees and the consistency of the brand, we 
maintain a business development council that includes representatives of our domestic franchisees, 
company operations personnel and vendors. The council’s functions are advisory. Its members review 
and comment on proposed advertising campaigns and materials and budget expenditures, as well as 
operational initiatives. Our regional market partners also provide support to our domestic franchise 
restaurant operators. 


Management Services. We provide management services to 23 of the franchise restaurants in 
which we and/or our founder have an ownership interest. Such management services include 
accounting, operational supervision, human resources, training, and food, beverage and equipment 
consulting for which we receive monthly fees of up to 2.5% of gross sales. We also make available to 
these restaurants certain legal services through outside sources and restaurant employees and employee 
benefits on a pass-through cost basis. In addition, we receive a monthly fee from six franchise 
restaurants for providing payroll and accounting services. 


Management Information Systems and Restaurant Reporting 


All of our company restaurants utilize computerized management information systems, which are 
designed to improve operating efficiencies, provide restaurant and Support Center management with 
timely access to financial and operating data and reduce administrative time and expense. With our 
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current information systems, we have the ability to query, report and analyze this intelligent data on a 
daily, weekly, period, quarter and year-to-date basis and beyond, on a company-wide, regional or 
individual restaurant basis. Together, this enables us to closely monitor sales, food and beverage costs 
and labor and operating expenses at each of our restaurants. We have a number of systems and reports 
that provide comparative information that enables both restaurant and Support Center management to 
supervise the financial and operational performance of our restaurants and to recognize and 
understand trends in the business. Our accounting department uses a standard, integrated system to 
prepare monthly profit and loss statements, which provides a detailed analysis of sales and costs. These 
monthly profit and loss statements are compared both to the restaurant-prepared reports and to prior 
periods. Currently, we utilize cable, digital subscriber lines (DSL) or T-1 technology at the restaurant 
level, which serves as a high-speed, secure communication link between the restaurants and our 
Support Center as well as our credit and gift card processor. 


Competition 


According to the National Restaurant Association, or NRA, restaurant industry sales in 2013 will 
represent approximately 4% of the United States’ gross domestic product. The NRA also forecasts that 
restaurant industry sales will reach $660.5 billion in 2013 and will encompass approximately 980,000 
restaurants. 


Competition in the restaurant industry is intense. Texas Roadhouse restaurants compete with 
mid-priced, full-service, casual dining restaurants primarily on the basis of taste, quality and price of the 
food offered, service, atmosphere, location and overall dining experience. Our competitors include a 
large and diverse group of restaurants that range from independent local operators to well-capitalized 
national restaurant chains. Although we believe that we compete favorably with respect to each of the 
above factors, other restaurants operate with concepts that compete for the same casual dining guests 
as we do. We also compete with other restaurants and retail establishments for quality site locations 
and restaurant-level employees. 


Trademarks 


Our registered trademarks and service marks include, among others, our trade names and our 
stylized logos. We have registered all of our significant marks with the United States Patent and 
Trademark Office. We have registered or have registrations pending for our most significant trademarks 
and service marks in 45 foreign jurisdictions including the European Union. To better protect our 
brand, we have also registered various Internet domain names. We believe that our trademarks, service 
marks and other proprietary rights have significant value and are important to our brand-building 
efforts and the marketing of our restaurant concepts. 


Government Regulation 


We are subject to a variety of federal, state and local laws affecting our businesses. Each of our 
restaurants is subject to permitting, licensing and regulation by a number of government authorities, 
which may include among others, alcoholic beverage control, health and safety, nutritional menu 
labeling, health care, sanitation, building and fire codes, and to compliance with the applicable zoning, 
land use and environmental laws and regulations. Difficulties in obtaining or failure to obtain required 
licenses or approvals could delay or prevent the development of a new restaurant in a particular area. 
Additionally, difficulties or inabilities to retain or renew licenses, or increased compliance costs due to 
changed regulations, could adversely affect operations at existing restaurants. 


In 2012, the sale of alcoholic beverages accounted for approximately 11% of our restaurant sales. 
Alcoholic beverage control regulations require each of our restaurants to apply to a state authority and, 
in certain locations, county or municipal authorities, for a license or permit to sell alcoholic beverages 
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on the premises that must be renewed annually and may be revoked or suspended for cause at any 
time. Alcoholic beverage control regulations affect numerous aspects of restaurant operations, including 
minimum age of patrons and employees, hours of operation, advertising, training, wholesale purchasing, 
inventory control and handling, storage and dispensing of alcoholic beverages. The failure of a 
restaurant to obtain or retain liquor or food service licenses or permits would have a material adverse 
effect on the restaurant’s operations. To reduce this risk, each company restaurant is operated in 
accordance with procedures intended to facilitate compliance with applicable codes and regulations. 


We are subject in certain states to “dram shop” statutes, which generally provide a person injured 
by an intoxicated person the right to recover damages from an establishment that wrongfully served 
alcoholic beverages to the intoxicated person. We carry liquor liability coverage as part of our existing 
comprehensive general liability insurance, as well as excess umbrella coverage of $100.0 million, with a 
$10,000 deductible for the first $25.0 million of excess coverage. 


Our restaurant operations are also subject to federal and state labor laws governing such matters 
as minimum and tip wage requirements, overtime pay, health benefits, unemployment tax rates, 
workers’ compensation rates, citizenship requirements, working conditions and hiring and employment 
practices. Significant numbers of our service, food preparation and other personnel are paid at rates 
related to the federal minimum wage (which currently is $7.25 per hour) or federal tipped wage (which 
currently is $2.13 per hour). Our employees who receive tips as part of their compensation, such as 
servers, are paid at a minimum wage rate, after giving effect to applicable tip credits. We rely on our 
employees to accurately disclose the full amount of their tip income, and we base our FICA tax 
reporting on the disclosures provided to us by such tipped employees. Numerous states in which we 
operate have passed legislation governing the applicable state minimum hourly and/or tipped wage. 
Further planned and unplanned increases in federal and/or state minimum hourly and tipped wages or 
state unemployment tax rates will increase our labor costs. These increases may or may not be offset by 
additional menu price adjustments and/or guest traffic growth. 


The Patient Protection and Affordable Care Act of 2010 (the “PPACA”) includes provisions 
requiring all Americans to obtain health care coverage in 2014. As part of these provisions, we will be 
required to provide health insurance benefits to some of our employees. We are continuing to assess 
the impact of these provisions on our health care benefit costs particularly as it relates to the 
implementation of the program. While the requirement that we provide health insurance benefits to 
employees that are more extensive than the health insurance benefits we currently provide could have 
an adverse effect on our results of operations and financial position, we believe that the impact will be 
manageable. Our distributors and suppliers also may be affected by higher minimum wage and benefit 
standards, which could result in higher costs for goods and services supplied to us. These increases may 
or may not be offset by additional menu price adjustments and/or guest traffic growth. 


We are subject to laws and regulations relating to the preparation and sale of food, including 
regulations regarding product safety, nutritional content and menu labeling. We are or may become 
subject to laws and regulations requiring disclosure of calorie, fat, trans fat, salt and allergen content. 
The PPACA establishes a uniform, federal requirement for certain restaurants to post nutritional 
information on their menus, which specifically requires chain restaurants with 20 or more locations 
operating under the same name and offering substantially the same menus to publish the total number 
of calories of standard menu items on menus and menu boards, along with a statement that puts this 
calorie information in the context of a total daily calorie intake. The PPACA also requires covered 
restaurants to provide to consumers, upon request, a written summary of detailed nutritional 
information for each standard menu item, and to provide a statement on menus and menu boards 
about the availability of this information. The PPACA further permits the FDA to require covered 
restaurants to make additional nutrient disclosures, such as disclosure of trans fat content. The FDA 
published proposed regulations to implement the menu labeling provisions of the PPACA in April 2011, 
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however, the agency has delayed the release of final regulations implementing these requirements. We 
expect the final regulations to be released sometime during 2013. 


Compliance with current and future laws and regulations regarding the ingredients and nutritional 
content of our menu items may be costly and time-consuming. Additionally, if consumer health 
regulations or consumer eating habits change significantly, we may be required to modify or discontinue 
certain menu items, and we may experience higher costs associated with the implementation of those 
changes. In addition, we cannot make any assurances regarding our ability to effectively respond to 
changes in consumer health perceptions or our ability to successfully implement the nutrient content 
disclosure requirements and to adapt our menu offerings to trends in eating habits. The imposition of 
menu-labeling laws could have an adverse effect on our results of operations and financial position, as 
well as the restaurant industry in general. 


Our facilities must comply with the applicable requirements of the Americans with Disabilities Act 
of 1990 (“ADA”) and related state accessibility statutes. Under the ADA and related state laws, we 
must provide equivalent service to disabled persons and make reasonable accommodation for their 
employment, and when constructing or undertaking significant remodeling of our restaurants, we must 
make those facilities accessible. 


We are subject to laws relating to information security, privacy, cashless payments and consumer 
credit, protection and fraud. An increasing number of governments and industry groups worldwide have 
established data privacy laws and standards for the protection of personal information, including social 
security numbers, financial information (including credit card numbers), and health information. 


See Item 1A “Risk Factors below for a discussion of risks relating to federal, state and local 
regulation of our business. 
Seasonality 

Our business is subject to minor seasonal fluctuations. Historically, sales in most of our restaurants 
have been higher during the winter months of each year. 
Employees 


As of December 25, 2012, we employed approximately 40,000 people, of whom 442 were executive 
and administrative personnel, 1,472 were restaurant management personnel and the remainder were 
hourly restaurant personnel. Many of our hourly restaurant employees work part-time. None of our 
employees are covered by a collective bargaining agreement. 


Executive Officers of the Company 


Set forth below are the name, age, position and a brief account of the business experience of each 
of our executive officers: 








Name Age Position 

W..Rent Taylor 2 acc tide 5 aged bear take ileal a8 57 Chairman and Chief Executive Officer 
Scott Me Colost. .3s.04 2480008554 4655 eo5a400% 48 President 

Stevens OT Z cco GG actin ai Wan ehe cg uae eee 55 Chief Operating Officer 

G,. Price Cooper, EV s cs44.8 3046 sous sea es ae de 41 Chief Financial Officer 

Ja Mat CD amt is. bess tal ari. aoteucdies lari S. ateeen wind 6.8 47 General Counsel 


W. Kent Taylor. Mr. Taylor is the founder of Texas Roadhouse and resumed his role as Chief 
Executive Officer in August 2011, a position he held between May 2000 and October 2004 . He was 
named Chairman of the Company and Board in October 2004. Before his founding of our concept, 
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Mr. Taylor founded and co-owned Buckhead Bar and Grill in Louisville, Kentucky. Mr. Taylor has over 
25 years of experience in the restaurant industry. 


Scott M. Colosi. Mr. Colosi was appointed President in August 2011. Previously, Mr. Colosi 
served as our Chief Financial Officer since September 2002. From 1992 until September 2002, 
Mr. Colosi was employed by YUM! Brands, Inc., owner of KFC, Pizza Hut and Taco Bell brands. 
During this time, Mr. Colosi served in various financial positions and, immediately prior to joining us, 
was Director of Investor Relations. Mr. Colosi has over 20 years of experience in the restaurant 
industry. 


Steven L. Ortiz. Mr. Ortiz has served as our Executive Vice President of Operations since May 
2001. In 2004,, Mr. Ortiz became Chief Operating Officer. Mr. Ortiz joined our company in 1996 as a 
Market Partner in which capacity he was responsible for developing and starting new Texas Roadhouse 
restaurants in Texas. From 1982 to 1996, Mr. Ortiz was employed by Bennigan’s Restaurants in various 
capacities, including General Manager, Area Director and Regional Vice President. Mr. Ortiz has over 
25 years of experience in the restaurant industry. 


G. Price Cooper, Iv. Mr. Cooper was appointed Chief Financial Officer in August 2011. 
Previously, Mr. Cooper served as our Vice President of Finance since August 2006. From 1998 to 2006, 
Mr. Cooper was employed by Ruby Tuesday, Inc. During this time, Mr. Cooper held various positions 
in finance, planning and accounting and, immediately prior to joining us, was Vice President of Investor 
Relations and Planning. Mr. Cooper is a Certified Public Accountant with over 18 years of finance and 
accounting experience, including 14 years of experience in the restaurant industry. 


Jill Marchant. Ms. Marchant joined our company in August 2011 and was appointed General 
Counsel in December 2011. Prior to joining Texas Roadhouse, Ms. Marchant served as Associate 
General Counsel for DineEquity, Inc., the parent company for Applebee’s Neighborhood Grill and Bar 
and IHOP Restaurants. Ms. Marchant worked for 12 years at Honeywell Federal Manufacturing and 
Technologies. Ms. Marchant has over 20 years of legal experience, including 8 years of experience in 
the restaurant industry. 


Website Access To Reports 


We make our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports 
on Form 8-K, and amendments to those reports, filed or furnished pursuant to section 13(a) or 15(d) 
of the Securities Exchange Act of 1934, available, free of charge on or through the Internet website, 
www.texasroadhouse.com, as soon as reasonably practicable after we electronically file such material 
with, or furnish it to, the Securities and Exchange Commission (“SEC’’). 


ITEM 1A. RISK FACTORS 


From time to time in periodic reports and oral statements, and in this Annual Report on 
Form 10-K, we present statements about future events and expectations that constitute forward-looking 
statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and 
Section 21E of the Securities Exchange Act of 1934, as amended. Forward-looking statements are based 
on our beliefs, assumptions and expectations of our future financial and operating performance and 
growth plans, taking into account the information currently available to us. These statements are not 
statements of historical fact. Forward-looking statements involve risks and uncertainties that may cause 
our actual results to differ materially from the expectations of future results we express or imply in any 
forward-looking statements. 
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Careful consideration should be given to the risks described below. If any of the risks and 
uncertainties described in the cautionary factors described below actually occurs, our business, financial 
condition and results of operations, and the trading price of our common stock could be materially and 
adversely affected. Moreover, we operate in a very competitive and rapidly changing environment. New 
factors emerge from time to time and it is not possible to predict the impact of all these factors on our 
business, financial condition or results of operation. 


Risks Related to Our Business 
If we fail to manage our growth effectively, it could harm our business. 


Failure to manage our growth effectively could harm our business. We have grown significantly 
since our inception and intend to continue growing in the future. Our existing restaurant management 
systems, financial and management controls and information systems may not be adequate to support 
our planned expansion. Our ability to manage our growth effectively will require us to continue to 
enhance these systems, procedures and controls and to locate, hire, train and retain management and 
operating personnel. We cannot assure you that we will be able to respond on a timely basis to all of 
the changing demands that our planned expansion will impose on management and on our existing 
infrastructure. If we are unable to manage our growth effectively, our business and operating results 
could be materially adversely impacted. 


You should not rely on past changes in our average unit volumes or our comparable restaurant sales 
as an indication of our future results of operations because they may fluctuate significantly. 


A number of factors have historically affected, and will continue to affect, our average unit 
volumes and comparable restaurant sales, including, among other factors: 


* our ability to execute our business strategy effectively; 

* unusually strong initial sales performance by new restaurants; 
* competition; 

¢ weather and acts of God; 

* consumer trends; 

¢ introduction of new menu items; and 

* general regional, national and global economic conditions. 


Our average unit volumes and comparable restaurant sales may not increase at rates achieved in 
the past. Changes in our average unit volumes and comparable restaurant sales could cause the price of 
our common stock to fluctuate substantially. 


Our growth strategy, which primarily depends on our ability to open new restaurants that are 
profitable, is subject to many factors, some of which are beyond our control. 


Our objective is to grow our business and increase stockholder value by (1) expanding our base of 
company restaurants (and, to a lesser extent, franchise restaurants) that are profitable and 
(2) increasing sales and profits at existing restaurants. While both these methods of achieving our 
objective are important to us, historically the most significant means of achieving our objective has 
been through opening new restaurants and operating these restaurants on a profitable basis. We expect 
this to continue to be the case in the future. 


We cannot assure you that we will be able to open new restaurants in accordance with our 
expansion plans. We have experienced delays in opening some of our restaurants in the past and may 
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experience delays in the future. Delays or failures in opening new restaurants could materially adversely 
affect our growth strategy. One of our biggest challenges in executing our growth strategy is locating 
and securing an adequate supply of suitable new restaurant sites. Competition for suitable restaurant 
sites in our target markets is intense and we cannot assure you that we will be able to find sufficient 
suitable locations, or suitable purchase or lease terms, for our planned expansion in any future period. 
Our ability to open new restaurants will also depend on numerous other factors, some of which are 
beyond our control, including, but not limited to, the following: 


* our ability to hire, train and retain qualified operating personnel, especially market partners and 
managing partners; 


* the availability of construction materials and labor; 

* our ability to control construction and development costs of new restaurants; 

* our ability to secure required governmental approvals and permits in a timely manner, or at all; 
* our ability to secure liquor licenses; 

* general economic conditions; 

* the cost and availability of capital to fund construction costs and pre-opening expenses; and 

* weather and acts of God. 


Once opened, we anticipate that our new restaurants will generally take several months to reach 
planned operating levels due to start-up inefficiencies typically associated with new restaurants. We 
cannot assure you that any restaurant we open will be profitable or obtain operating results similar to 
those of our existing restaurants. Our ability to operate new restaurants profitably will depend on 
numerous factors, including those discussed above impacting our average unit volumes and comparable 
restaurant sales, some of which are beyond our control, including, but not limited to, the following: 


* competition; 
* consumer acceptance of our restaurants in new domestic or international markets; 


* the ability of the market partner and the managing partner to execute our business strategy at 
the new restaurant; 


* general regional, national and global economic conditions; 

* changes in government regulation; 

* road construction and other factors limiting access to the restaurant; and 
* weather and acts of God. 


Our failure to successfully open new restaurants that are profitable in accordance with our growth 
strategy could harm our business and future prospects. In addition, our inability to open new 
restaurants and provide growth opportunities to our employees could result in the significant loss of 
qualified personnel which could harm our business and future prospects. 


Our objective to increase sales and profits at existing restaurants could be adversely affected by 
macroeconomic conditions. 


During 2013 and possibly beyond, the U.S. and global economies may continue to suffer from a 
downturn in economic activity. Recessionary economic cycles, higher interest rates, higher fuel and 
other energy costs, inflation, increases in commodity prices, higher levels of unemployment, higher 
consumer debt levels, higher tax rates and other changes in tax laws or other economic factors that may 
affect consumer spending or buying habits could adversely affect the demand for our products. As in 
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the past, we could experience reduced guest traffic or we may be unable or unwilling to increase the 
prices we can charge for our products to offset higher costs or fewer transactions, either of which could 
reduce our sales and profit margins. Also, landlords or other tenants in the shopping centers in which 
some of our restaurants are located may experience difficulty as a result of macroeconomic trends or 
cease to operate, which could in turn negatively affect guest traffic at our restaurants. All of these 
factors could have a material adverse impact on our results of operations. 

Our franchisees could take actions that could harm our business. 


Our franchisees are contractually obligated to operate their restaurants in accordance with Texas 
Roadhouse standards. We also provide training and support to franchisees. However, most franchisees 
are independent third parties that we do not control, and these franchisees own, operate and oversee 
the daily operations of their restaurants. As a result, the ultimate success and quality of any franchise 
restaurant rests with the franchisee. If franchisees do not successfully operate restaurants in a manner 
consistent with our standards, the Texas Roadhouse image and reputation could be harmed, which in 
turn could adversely affect our business and operating results. 


Our quarterly operating results may fluctuate significantly and could fall below the expectations of 
securities analysts and investors due to a number of factors, some of which are beyond our control, 
resulting in a decline in our stock price. 


Our quarterly operating results may fluctuate significantly because of several factors, including: 
* the timing of new restaurant openings and related expenses; 


* restaurant operating costs for our newly-opened restaurants, which are often materially greater 
during the first several months of operation than thereafter; 


¢ labor availability and costs for hourly and management personnel including mandated changes in 
federal and/or state minimum and tip wage rates, state unemployment tax rates, or health 
benefits; 


* profitability of our restaurants, especially in new markets; 

* changes in interest rates; 

* the impact of litigation, including negative publicity; 

* increases and decreases in average unit volumes and comparable restaurant sales; 
* impairment of long-lived assets, including goodwill, and any loss on restaurant closures; 
* general economic conditions, globally, nationally and locally; 

* negative publicity relating to the consumption of beef or other products we serve; 
¢ changes in consumer preferences and competitive conditions; 

* expansion to new domestic or international markets; 

* adverse weather conditions which impact guest traffic at our restaurants; 

* increases in infrastructure costs; 

¢ fluctuations in commodity prices; 

* competitive actions; and 


¢ weather and acts of God. 
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Our business is also subject to minor seasonal fluctuations. Historically, sales in most of our 
restaurants have been higher during the winter months of each year. As a result, our quarterly 
operating results and comparable restaurant sales may fluctuate as a result of seasonality. Accordingly, 
results for any one quarter are not necessarily indicative of results to be expected for any other quarter 
or for any year and comparable restaurant sales for any particular future period may decrease. In the 
future, operating results may fall below the expectations of securities analysts and investors. In that 
event, the price of our common stock would likely decrease. 


If we lose the services of any of our key management personnel, our business could suffer. 


Our future success significantly depends on the continued services and performance of our key 
management personnel. Our future performance will depend on our ability to motivate and retain these 
and other key officers and managers, particularly regional market partners, market partners and 
managing partners. Competition for these employees is intense. The loss of the services of members of 
our senior management team or other key officers or managers or the inability to attract additional 
qualified personnel as needed could materially harm our business. 


Our failure or inability to enforce our trademarks or other proprietary rights could adversely affect 
our competitive position or the value of our brand. 


We own certain common law trademark rights and a number of federal and international 
trademark and service mark registrations, including our trade names and logos, and proprietary rights 
relating to certain of our core menu offerings. We believe that our trademarks and other proprietary 
rights are important to our success and our competitive position. We, therefore, devote appropriate 
resources to the protection of our trademarks and proprietary rights. The protective actions that we 
take, however, may not be enough to prevent unauthorized usage or imitation by others, which could 
harm our image, brand or competitive position and, if we commence litigation to enforce our rights, 
cause us to incur significant legal fees. Our inability to register or protect our marks and other 
propriety rights in foreign jurisdictions could adversely affect our competitive position in international 
markets. 


We cannot assure you that third parties will not claim that our trademarks or menu offerings 
infringe upon their proprietary rights. Any such claim, whether or not it has merit, could be 
time-consuming, result in costly litigation, cause delays in introducing new menu items in the future or 
require us to enter into royalty or licensing agreements. As a result, any such claim could have a 
material adverse effect on our business, results of operations, financial condition or liquidity. 


We may need additional capital in the future and it may not be available on acceptable terms. 


The development of our business may require significant additional capital in the future to, among 
other things, fund our operations and growth strategy. We may rely on bank financing and also may 
seek access to the debt and/or equity capital markets. There can be no assurance, however, that these 
sources of financing will be available on terms favorable to us, or at all. Our ability to obtain additional 
financing will be subject to a number of factors, including market conditions, our operating 
performance, investor sentiment and our ability to incur additional debt in compliance with agreements 
governing our outstanding debt. These factors may make the timing, amount, terms and conditions of 
additional financings unattractive to us. If we are unable to raise additional capital, our growth could 
be impeded. 


Our existing credit facility limits our ability to incur additional debt. 


The lenders’ obligation to extend credit under the facility depends on our maintaining certain 
financial covenants, including a minimum consolidated fixed charge coverage ratio of 2.00 to 1.00 and a 
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maximum consolidated leverage ratio of 3.00 to 1.00. If we are unable to maintain these ratios, we 
would be unable to obtain additional financing under this facility. The credit facility permits us to incur 
additional secured or unsecured indebtedness outside the facility, except for the incurrence of secured 
indebtedness that in the aggregate exceeds 20% of our consolidated tangible net worth or 
circumstances where the incurrence of secured or unsecured indebtedness would prevent us from 
complying with our financial covenants. 


We have also entered into other loan agreements with other lenders to finance various restaurants 
which impose financial covenants that are less restrictive than those imposed by our existing credit 
facility. A default under these loan agreements could result in a default under our existing credit 
facility, which in turn would limit our ability to secure additional funds under that facility. As of 
December 25, 2012, we were in compliance with all of our lenders’ covenants. 


We may be required to record additional impairment charges in the future. 


In accordance with accounting guidance as it relates to the impairment of long-lived assets, we 
make certain estimates and projections with regard to company-owned restaurant operations, as well as 
our overall performance in connection with our impairment analyses for long-lived assets. When 
impairment triggers are deemed to exist for any given company-owned restaurant, the estimated 
undiscounted future cash flows for the restaurant are compared to its carrying value. If the carrying 
value exceeds the undiscounted cash flows, an impairment charge would be recorded equal to the 
difference between the carrying value and the estimated fair value. 


We also review the value of our goodwill and other intangible assets on an annual basis and when 
events or changes in circumstances indicate that the carrying value of goodwill or other intangible 
assets may exceed the fair value of such assets. The estimates of fair value are based upon the best 
information available as of the date of the assessment and incorporate management assumptions about 
expected future cash flows and contemplate other valuation measurements and techniques. 


The estimates of fair value used in these analyses require the use of judgment, certain assumptions 
and estimates of future operating results. If actual results differ from our estimates or assumptions, 
additional impairment charges may be required in the future. If impairment charges are significant, our 
results of operations could be adversely affected. 


The acquisition of existing restaurants from our franchisees and licensees and other strategic 
transactions may have unanticipated consequences that could harm our business and our financial 
condition. 


We plan to opportunistically acquire existing restaurants from our franchisees or licensees over 
time. Additionally, from time to time, we evaluate potential mergers, acquisitions, joint ventures or 
other strategic initiatives to acquire or develop additional concepts. To successfully execute any 
acquisition or development strategy, we will need to identify suitable acquisition or development 
candidates, negotiate acceptable acquisition or development terms and obtain appropriate financing. 
Any acquisition or future development that we pursue, whether or not successfully completed, may 
involve risks, including: 


* material adverse effects on our operating results, particularly in the fiscal quarters immediately 
following the acquisition or development as the restaurants are integrated into our operations; 


* risks associated with entering into new domestic or international markets or conducting 
operations where we have no or limited prior experience; 
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* risks inherent in accurately assessing the value, future growth potential, strengths, weaknesses, 
contingent and other liabilities and potential profitability of acquisition candidates, and our 
ability to achieve projected economic and operating synergies; and 


* the diversion of management’s attention from other business concerns. 


Future acquisitions of existing restaurants from our franchisees or licensees or other strategic 
partners, which may be accomplished through a cash purchase transaction, the issuance of shares of 
common stock or a combination of both, could have a dilutive impact on holders of our common stock, 
and result in the incurrence of debt and contingent liabilities and impairment charges related to 
goodwill and other tangible and intangible assets, any of which could harm our business and financial 
condition. The development of additional concepts and/or the entrance into international markets may 
not be as successful as our experience in the development of the Texas Roadhouse concept 
domestically. Development rates for newer brands may differ significantly as there is increased risk in 
the development of a new restaurant concept or system. 


Approximately 16% of our company restaurants are located in Texas and, as a result, we are sensitive 
to economic and other trends and developments in that state. 


As of December 25, 2012, we operated a total of 51 company restaurants in Texas. As a result, we 
are particularly susceptible to adverse trends and economic conditions in this state, including its labor 
market. In addition, given our geographic concentration in this state, negative publicity regarding any of 
our restaurants in Texas could have a material adverse effect on our business and operations, as could 
other occurrences in Texas such as local strikes, energy shortages or increases in energy prices, 
droughts, earthquakes, fires or other natural disasters. 


Our expansion into new domestic and/or international markets may present increased risks due to our 
unfamiliarity with the area. 


Some of our new restaurants will be located in areas where we have little or no meaningful 
experience. Those markets may have different competitive conditions, consumer tastes and discretionary 
spending patterns than our existing markets, which may cause our new restaurants to be less successful 
than restaurants in our existing markets. An additional risk of expanding into new markets is the lack 
of market awareness of our brands. Restaurants opened in new markets may open at lower average 
weekly sales volumes than restaurants opened in existing markets and may have higher restaurant-level 
operating expense ratios than in existing markets. Sales at restaurants opened in new markets may take 
longer to reach average unit volumes, if at all, thereby affecting our overall profitability. 


The possibility of future misstatement exists due to inherent limitations in our control systems, which 
could adversely affect our business. 


We cannot be certain that our internal control over financial reporting and disclosure controls and 
procedures will prevent all possible error and fraud. A control system, no matter how well conceived 
and operated, can provide only reasonable, not absolute, assurance that the objectives of the control 
system are met. Because of inherent limitations in all control systems, no evaluation of controls can 
provide absolute assurance that all control issues and instances of error or fraud, if any, in our 
company have been detected. These inherent limitations include the realities that judgments in 
decision-making can be faulty and that breakdowns can occur because of simple error or mistake, which 
could have an adverse impact on our business. 
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Risks Relating to the Food Service Industry 
Our business is affected by changes in consumer preferences and discretionary spending. 


Our success depends, in part, upon the popularity of our food products. Shifts in consumer 
preferences away from our restaurants or cuisine, particularly beef, would harm our business. Also, our 
success depends to a significant extent on discretionary consumer spending, which is influenced by 
general economic conditions and the availability of discretionary income. Accordingly, we may 
experience declines in sales during economic downturns or during periods of uncertainty. Any material 
decline in the amount of discretionary spending could have a material adverse effect on our business, 
results of operations, financial condition or liquidity. 


Our success depends on our ability to compete with many food service businesses. 


The restaurant industry is intensely competitive and we compete with many well-established food 
service companies on the basis of taste, quality and price of products offered, guest service, 
atmosphere, location and overall guest experience. Our competitors include a large and diverse group 
of restaurant chains and individual restaurants that range from independent local operators that have 
opened restaurants in various markets to well-capitalized national restaurant companies. Many of our 
competitors or potential competitors have substantially greater financial and other resources than we 
do, which may allow them to react to changes in pricing, marketing and the casual dining segment of 
the restaurant industry better than we can. As our competitors expand their operations, we expect 
competition to intensify. We also compete with other restaurant chains and other retail businesses for 
quality site locations and hourly employees. 


Changes in food and supply costs could adversely affect our results of operations. 


Our profitability depends in part on our ability to anticipate and react to changes in food and 
supply costs. Any increase in food prices, particularly proteins, could adversely affect our operating 
results. In addition, we are susceptible to increases in food costs as a result of factors beyond our 
control, such as weather conditions, food safety concerns, product recalls, global market and trade 
conditions, and government regulations. We cannot predict whether we will be able to anticipate and 
react to changing food costs by adjusting our purchasing practices and menu prices, and a failure to do 
so could adversely affect our operating results. In addition, because we provide a moderately priced 
product, we may not seek to or be able to pass along price increases to our guests. Also, if we adjust 
pricing there is no assurance that we will realize the full benefit of any adjustment due to changes in 
our guests’ menu item selections and guest traffic. 


We currently purchase the majority of our beef from four beef suppliers under annual contracts. 
While we maintain relationships with additional suppliers, if any of these vendors were unable to fulfill 
its obligations under its contracts, we could encounter supply shortages and incur higher costs to secure 
adequate supplies, either of which would harm our business. 


The food service industry is affected by litigation and publicity concerning food quality, health and 
other issues, which can cause guests to avoid our restaurants and result in significant liabilities or 
litigation costs. 


Food service businesses can be adversely affected by litigation and complaints from guests, 
consumer groups or government authorities resulting from food quality, illness, injury or other health 
concerns or operating issues stemming from one restaurant or a limited number of restaurants. Adverse 
publicity about these allegations may negatively affect us, regardless of whether the allegations are true, 
by discouraging guests from eating at our restaurants. We could also incur significant liabilities if a 
lawsuit or claim results in a decision against us or litigation costs regardless of the result. 
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Given the marked increase in the use of social media platforms and similar devices in recent years, 
individuals have access to a broad audience of consumers and other interested persons. The availability 
of information on social media platforms is virtually immediate as is its impact. Many social media 
platforms immediately publish the content their subscribers and participants can post, often without 
filters or checks on the accuracy of the content posted. Information concerning our company may be 
posted on such platforms at any time. Information posted may be adverse to our interests or may be 
inaccurate, each of which may harm our business. The harm may be immediate without affording us an 
opportunity for redress or correction. These factors could have a material adverse effect on our 
business. 


Health concerns relating to the consumption of beef or other food products could affect consumer 
preferences and could negatively impact our results of operations. 


Like other restaurant chains, consumer preferences could be affected by health concerns about the 
consumption of beef, the key ingredient in many of our menu items, or negative publicity concerning 
food quality, illness and injury in general. In recent years there has been negative publicity concerning 
e-coli, hepatitis A, “mad cow,” “foot-and-mouth” disease and “bird flu.” The restaurant industry has 
also been subject to a growing number of claims that the menus and actions of restaurant chains have 
led to the obesity of certain of their guests. In April 2011, the FDA published proposed regulations to 
implement the menu labeling provisions of the PPACA; however, the agency has delayed the release of 
final regulations implementing these requirements. We expect the final regulations to be released in 
2013. The labeling requirements and any negative publicity concerning any of the food products we 
serve may adversely affect demand for our food and could result in a decrease in guest traffic to our 
restaurants. If we react to the labeling requirements or negative publicity by changing our concept or 
our menu offerings or their ingredients, we may lose guests who do not prefer the new concept or 
products, and we may not be able to attract sufficient new guests to produce the revenue needed to 
make our restaurants profitable. In addition, we may have different or additional competitors for our 
intended guests as a result of a change in our concept and may not be able to compete successfully 
against those competitors. A decrease in guest traffic to our restaurants as a result of these health 
concerns or negative publicity or as a result of a change in our menu or concept could materially harm 
our business. 


Health concerns arising from outbreaks of viruses may have an adverse effect on our business. 


The United States and other countries have experienced, or may experience in the future, 
outbreaks of viruses, such as Avian Flu, SARS and HIN1. To the extent that a virus is food-borne, 
future outbreaks may adversely affect the price and availability of certain food products and cause our 
guests to eat less of a product. To the extent that a virus is transmitted by human-to-human contact, 
our employees or guests could become infected, or could choose, or be advised, to avoid gathering in 
public places, any one of which could adversely affect our business. 


Our business could be adversely affected by increased labor costs or labor shortages. 


Labor is a primary component in the cost of operating our business. We devote significant 
resources to recruiting and training our managers and hourly employees. Increased labor costs due to 
competition, unionization, increased minimum and tip wage, state unemployment rates or employee 
benefits costs or otherwise, would adversely impact our operating expenses. The federal government 
and numerous states have enacted legislation resulting in tip and/or minimum wage increases as well as 
pre-determined future increases. We anticipate that additional legislation will be enacted in future 
periods. The Patient Protection and Affordable Care Act of 2010 (the “PPACA”) includes provisions 
requiring health care coverage for all Americans in 2014. We are continuing to assess the impact of 
these provisions on our health care benefit costs particularly as it relates to the implementation of the 
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program. While we believe that the impact of the requirement to provide health insurance benefits to 
employees that are more extensive than what we currently provide is manageable, the requirements 
could have an adverse effect on our results of operations and financial position. Our distributors and 
suppliers also may be affected by higher minimum wage and benefit standards, which could result in 
higher costs for goods and services supplied to us. In addition, a shortage in the labor pool or other 
general inflationary pressures or changes could also increase our labor costs. Our operating expenses 
will be adversely affected to the extent that we are not able or are unwilling to offset these costs 
through higher prices on our products. 


Moreover, we could suffer from significant indirect costs, including restaurant disruptions due to 
management or hourly labor turnover and potential delays in new restaurant openings or adverse guest 
reactions to inadequate guest service levels due to staff shortages. Competition for qualified employees 
exerts upward pressure on wages paid to attract such personnel, resulting in higher labor costs, together 
with greater recruitment and training expense. A shortage in the labor pool could also cause our 
restaurants to be required to operate with reduced staff, which could negatively impact our ability to 
provide adequate service levels to our guests. 


In addition, our success depends on our ability to attract, motivate and retain qualified employees, 
including restaurant managers and staff, to keep pace with our growth strategy. If we are unable to do 
so, our results of operations may be adversely affected. 


We may not be able to obtain and maintain licenses and permits necessary to operate our restaurants 
and compliance with governmental laws and regulations could adversely affect our operating results. 


The restaurant industry is subject to various federal, state and local government regulations, 
including those relating to the sale of food and alcoholic beverages. Such regulations are subject to 
change from time to time. The failure to obtain and maintain these licenses, permits and approvals, 
including liquor licenses, could adversely affect our operating results. Difficulties or failure to obtain 
the required licenses and approvals could delay or result in our decision to cancel the opening of new 
restaurants. Local authorities may revoke, suspend or deny renewal of our liquor licenses if they 
determine that our conduct violates applicable regulations. 


In addition to our having to comply with these licensing requirements, various federal and state 
labor laws govern our relationship with our employees and affect operating costs. These laws include 
minimum and tip wage requirements, overtime pay, health benefits, unemployment tax rates, workers’ 
compensation rates, citizenship requirements and working conditions. A number of factors could 
adversely affect our operating results, including: 


¢ additional government-imposed increases in minimum and/or tipped wages, overtime pay, paid 
leaves of absence and mandated health benefits; 


* increased tax reporting and tax payment requirements for employees who receive gratuities; 


¢ any failure of our employees to comply with laws and regulations governing citizenship or 
residency requirements resulting in disruption of our work force and adverse publicity against us; 


* a reduction in the number of states that allow gratuities to be credited toward minimum wage 
requirements; and 


* increased employee litigation including claims under federal and/or state wage and hour laws. 


The federal Americans with Disabilities Act prohibits discrimination on the basis of disability in 
public accommodations and employment. Although our restaurants are designed to be accessible to the 
disabled, we could be required to make modifications to our restaurants to provide service to, or make 
reasonable accommodations for disabled persons. 
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Complaints or litigation may hurt us. 


Occasionally, our guests file complaints or lawsuits against us alleging that we are responsible for 
some illness or injury they suffered as a result of a visit to our restaurants, or that we have problems 
with food quality or operations. We are also subject to a variety of other claims arising in the ordinary 
course of our business, including personal injury claims, contract claims, claims from franchisees and 
claims alleging violations of federal and state laws regarding consumer, workplace and employment 
matters, wage and hour claims, discrimination and similar matters, or we could become subject to class 
action lawsuits related to these matters in the future. The restaurant industry has also been subject to a 
growing number of claims that the menus and actions of restaurant chains have led to the obesity of 
certain of their guests. In addition, we are subject to ‘dram shop” statutes. These statutes generally 
allow a person injured by an intoxicated person to recover damages from an establishment that 
wrongfully served alcoholic beverages to the intoxicated person. Some litigation against restaurant 
chains has resulted in significant judgments, including punitive damages, under dram shop statutes. 
Because a plaintiff may seek punitive damages, which may not be covered by insurance, this type of 
action could have an adverse impact on our financial condition and results of operations. Regardless of 
whether any claims against us are valid or whether we are liable, claims may be expensive to defend 
and may divert time and money away from our operations and hurt our performance. A judgment 
significantly in excess of our insurance coverage for any claims could materially adversely affect our 
business, results of operations, financial condition or liquidity. Further, adverse publicity resulting from 
these allegations may have a material adverse effect on us and our restaurants. 


We rely heavily on information technology, and any material failure, weakness or interruption could 
prevent us from effectively operating our business. 


We rely heavily on information systems, including point-of-sale processing in our restaurants, 
payment of obligations, collection of cash, credit and debit card transactions and other processes and 
procedures. Our ability to efficiently and effectively manage our business depends significantly on the 
reliability and capacity of these systems. The failure of these systems to operate effectively, 
maintenance problems, upgrading or transitioning to new platforms could result in delays in guest 
service and reduce efficiency in our operations. Remediation of such problems could result in 
significant, unplanned capital investments. 


We may incur costs resulting from breaches of security of confidential guest information related to our 
electronic processing of credit and debit card transactions. 


We accept electronic payment cards for payment in our restaurants. During 2012, approximately 
78% of our transactions were by credit or debit cards, and such card usage could increase. Other 
retailers have experienced actual or potential security breaches in which credit and debit card 
information may have been stolen. We may in the future become subject to claims for purportedly 
fraudulent transactions arising out of the actual or alleged theft of credit or debit card information, and 
we may also be subject to lawsuits or other proceedings relating to these types of incidents. Any such 
claim or proceeding could cause us to incur significant unplanned expenses, in excess of our insurance 
coverage, which could have an adverse impact on our financial condition and results of operations. 
Further, adverse publicity resulting from these allegations may have a material adverse effect on us and 
our restaurants. 


Our current insurance may not provide adequate levels of coverage against claims. 


We currently maintain insurance customary for businesses of our size and type. However, there are 
types of losses we may incur that cannot be insured against or that we believe are not economically 
reasonable to insure. Such damages could have a material adverse effect on our business and results of 
operations. In addition, we self-insure a significant portion of expected losses under our workers 
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compensation, general liability, employment practices liability and property insurance programs. 
Unanticipated changes in the actuarial assumptions and management estimates underlying our reserves 
for these losses could result in materially different amounts of expense under these programs, which 
could have a material adverse effect on our financial condition, results of operations and liquidity. 


Risks Related to Our Corporate Structure and our Stock Ownership 


Provisions in our charter documents and Delaware law may delay or prevent our acquisition by a third 
party. 


Our certificate of incorporation and by-laws contain several provisions that may make it more 
difficult for a third party to acquire control of us without the approval of our Board of Directors. 
These provisions include, among other things, advance notice for raising business or making 
nominations at meetings, “blank check” preferred stock and three-year staggered terms for our Board 
of Directors. Blank check preferred stock enables our Board of Directors, without approval of the 
stockholders, to designate and issue additional series of preferred stock with such dividend, liquidation, 
conversion, voting or other rights, including the right to issue convertible securities with no limitations 
on conversion, as our Board of Directors may determine. The issuance of blank check preferred stock 
may adversely affect the voting and other rights of the holders of our common stock as our Board of 
Directors may designate and issue preferred stock with terms that are senior to our common stock. 
These provisions may make it more difficult or expensive for a third party to acquire a majority of our 
outstanding common stock. These provisions also may delay, prevent or deter a merger, acquisition, 
tender offer, proxy contest or other transaction that might otherwise result in our stockholders 
receiving a premium over the market price for their common stock. 


The Delaware General Corporation Law prohibits us from engaging in “business combinations” 
with “interested shareholders” (with some exceptions) unless such transaction is approved in a 
prescribed manner. The existence of this provision could have an anti-takeover effect with respect to 
transactions not approved in advance by the Board of Directors, including discouraging attempts that 
might result in a premium over the market price for our common stock. 
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ITEM 1B—UNRESOLVED STAFF COMMENTS 


None. 


ITEM 2—PROPERTIES 
Properties 


Our Support Center is located in Louisville, Kentucky. We occupy this facility under leases with 
Paragon Centre Holdings, LLC, a limited liability company in which we have a minority ownership 
position. As of December 25, 2012, we leased 69,342 square feet. Our leases expire between March 31, 
2014 and December 31, 2025. Of the 320 company restaurants in operation as of December 25, 2012, 
we owned 123 locations and leased 197 locations, as shown in the following table. 











State Owned’ Leased ‘Total 
Alabama) 3.5.45 4.60033 2S we g EA BP ee OR Se ORE Soe SSS Pe ERS 3 2 5 
ATAZ OM Ais, 5-8 ed 5d Sst DG a GS ar eh OE & Ses Re ak See A mee oS 6 6 12 
ATKANSAS Sos feces. cs, eaten, dnd BAL OE Gr wily & Someta ele: Bs. dy aR, wale Grd: me Bates — vy 2 
(G21 0110) G01: ar ee a ee an ne en 1 1 2 
ColoradO:s 4 6 sfx aenics Bak AE bo ee be So OY OA eas eee 7 6 13 
COnMECIICUE 4.5 etc uratate it cus Sot ee seas, diac ce teas be He te ado detec ae eae eurene — 2 2 
TD CLAW ATS: sect arseces i a vacies sarctuass Sosa arte ac ak ith Can eiceuta. Secude Gries te ade eben aee Mt eee ante 1 1 2 
BOTA: sp og osgs she e~ 5 Sends Fe ekg Sea Se ace BOERS es de Fe SOE ER eee ge Biss 3 7 10 
GOOTE 34s Se es pee RAS Ee ES ee BEE EA Swe ES 2 1 3 
Fah: se 2p ie stig Bae aca es ae ae ee, Ss es Ba Se ee SS dh 4 5 
TN OIS: Se) tesco sei Fe Rok a Sk Bae ee hee Eh as Ge ae SR a ee 2 8 10 
Tnidtana: <: 3-45. So angio eS AE SBA bt Ge BAe Ee eae ESE 7 6 13 
TOWais 22 syd bais oe: Maen bok 3 Be Se eS a ee a in Fee ee a en 2 7 9 
INANSAS? 2.3 A. So Mae BS ls © Sr ok he ds a ee Sy alae gt sa ee 2 1 3 
KRONUCKY gic 5 a ehd oe Sk wie Gr wees sk id aa ad ae a 4 6 10 
MeOWISTANA? ep 35: et aces Be is, Saldie ghee Bd as Bee &. dR cE RE ad nd od de es 1 6 7 
Maines. o22, eet 8 te decked: Bele AS ew dh eh WR eG eee eee HSS — 3} 3 
Maryland 5 .csccu aoa a dee Be SER ES RE RS BE Go BE See Ss _— 3 3 
Massachusetts: 2.6032 -5.6. 4:4: ecteerdpacg sees Si ted dr ORES ALR de we Hee need 1 7 8 
IMIG AM eo ac ss cd ied amy da eins fac iow sa Sw ine We, eR Mae, og, Beds, Wao Ble 3 5 8 
Minnesota s. sos -i5-4.h-d- hos Gee ad adic ee eal See Bea ce ES Re, Gua 1 2 3 
MISSISSIPPI] «5 ga 6G 6a SERS OU ED ee RE EE Oe a 1 — 1 
INGISSG UMN. 275. gooey go tate ar cap Pht, 0p, een Gy He Se cena eS ne ak Had Be ee 2 8 10 
INGDraSk aie is 6.x a si tittle. Brads BAS, he BRAS Bes a hod Baw BPS. ol Sea eh aise 1 ps 3 
IN GV Ae tee oa cen oesaee cacate Seis en castie, Boe es tease: Gera ences dence de eeceeue ae — 1 1 
New Hampshire j6:4..0.5 a0 e. gs. pe eee ee Be. ee euelaee as @ w ale ae 2 — 2 
NeW: JOIsey: sis sete ee HS Se Wale eee BO SE PES Ser ew oe 1 3 4 
INGW. MEXICO. 3.5-Go3oes ig te cia ees Be ELE se eae F Re ES oe aes 1 a 2 
NG W YORK te.3./3. sce oe 43 el Ss lew ehnee W SO. a ae ae Ge ee a eS 3 7 10 
North Carolina:;..c-4 « ¢48 e404 eb Ae eee OA Sse 4 oe aoe an ae eS 4 10 14 
North Dakota soe 4.4.24 4.4 abe BA Pee HA Saleh bb Saw Pee eee ed S4 — 2 2 
ONIO% 2.38 oats So ee 8 SE GM, Sik oe ed ia ed Beds Sieg Bate 12 5 17 
Oklahoma: 5555,.2: ho ha ale So ek eae es | ee ue sa eae 2 4 6 
PennsylVaMla. 5.5 a che ha ee SR Gel g ele OES Qi a a ade ea 3 15 18 
Rhode sland! ¢.:2 22.5055 Se as 9 ds pes Bate tat BI. Hla ed BE BE elastednd SSE Das — 2 2 
SOUtH. Dakotas. te: cscs ics. Reed rare Begs eases BES. dh Ad ache taea dl aan ded Re @ aces 1 1 2 
"TRMMESSEE: os. o hice: Gaye ee eck he ee aS. GRD Se ee Be Reis a EG Ree eh we dh. SERS — 10 10 
TEXAS). a sesoysiaraicds ee 3nd eke Soe eit. Bah Ss ee De de Rae Be Ghavasdeego-% Gres 34 17 51 
Wital: se ecg ace sid: Saar Sma hers a ey a eo See Qe a ae we a nee BG — 8 8 
VerMONt: 2-4.4cy see dd-d doy aod ads aoe we Gee De GE ae ee ee eS — 1 1 
VITSIMAS oe Gas a BEE ERS OGRE BOS Babee Sa a RES oo eed Aw 4 7 11 
Washington: «. ss)s.¢ via dee bas be oe ae ad teh SME dae be ee a aed —_— 1 1 
West: VitPilla ss. 3 cee es, HO ee a ae Bute |G Gee Bi gk ue alas 1 — 1 
WASGOTISIM fats ents a Sate ei aes Se Beasts acts, Aocie a tiodee &-eusatea etnea dk age datas nome tose e 3 6 9 
WY OMNI Bos gees. ar ek esa Sgrcteons fp im ge ates ea aes eo wR a ai NC wa adacalgu® ite atacaee al — 1 
MOU AL! cect secaysae eatin, atdve, Gencteatt at actshas te ecastie, etn ms Mente: SoSiaatea fehacs mecutath caveats whee 123 197 320 
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Additional information concerning our properties and leasing arrangements is included in 
note 2(p) and note 7 to the Consolidated Financial Statements appearing in Part I, Item 8 of this 
Annual Report on Form 10-K. 


ITEM 3—LEGAL PROCEEDINGS 


Occasionally, we are a defendant in litigation arising in the ordinary course of our business, 
including “slip and fall’ accidents, employment related claims and claims from guests or employees 
alleging illness, injury or food quality, health or operational concerns. None of these types of litigation, 
most of which are covered by insurance, has had a material effect on us and, as of the date of this 
report, we are not party to any litigation that we believe could have a material adverse effect on our 
business other than the litigation discussed below. 


On September 30, 2011, the U.S. Equal Employment Opportunity Commission (‘““EEOC’’) filed a 
lawsuit styled Equal Employment Opportunity Commission v. Texas Roadhouse, Inc., Texas Roadhouse 
Holdings LLC, Texas Roadhouse Management Corp. in the United States District Court, District of 
Massachusetts, Civil Action Number 1:11-cv-11732. The complaint alleges that applicants over the age 
of 40 were denied employment in our restaurants in bartender, host, server and server assistant 
positions due to their age. The EEOC is seeking injunctive relief, remedial actions, payment of 
damages to the applicants and costs. We believe we have meritorious defenses to the claims made by 
the EEOC, and we intend to vigorously defend against them. We filed a response to the complaint in 
the form of two motions, one to dismiss the case and one to transfer the case to Louisville, KY. On 
July 24, 2012, the court issued a ruling allowing the EEOC to file an amended complaint containing 
additional information sufficient to meet the standard for stating a claim of age discrimination against 
Texas Roadhouse. The EEOC filed an amended complaint on August 27, 2012. We filed an answer on 
November 9, 2012. On November 9, 2012, our motion to transfer the case to Louisville, KY was 
denied. Based on the preliminary status of this matter, we cannot estimate the possible amount or 
range of loss, if any, associated with this matter. 


ITEM 4—MINE SAFETY DISCLOSURES 
Not applicable. 
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PART II 


ITEM 5—MARKET FOR THE REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER 
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES 


Our common stock is traded on the Nasdaq Global Select Market under the symbol TXRH. The 
quarterly high and low closing prices of our common stock by quarter were as follows: 








High Low 

Year ended December 25, 2012 

First: Quartet sae tee tS dat bars Greta a a aad a ae beers Biden) Sew $17.40 $14.74 
Second Quarter... 0.0... ce ee ee ee ee ee eens $18.82 $15.92 
PMAGEAY OW ACCT acts: tee aie srsceSeo ges ww Gages dae wre we sedan ane ahs $18.57 $16.88 
Fourth Quarter ... 0... 00... ee eee ee ee eee ee nee $17.51 $15.81 
Year ended December 27, 2011 

Fitst Quartet choice eine a ei Sie HOGS, Swe abies de OS wh als $18.45 $15.97 
Second Quarter... 0.0... ee ee ee ee eee eens $17.73 $15.46 
PMA (QU ALLCLS grec id greater ea. Sree? snared Svcs Met arecen 2 eo eratiohacceta ec $18.28 $13.07 
Fourth Quarter ... 0... 0... . eee eee ee eee ee nee $15.13 $12.39 


The number of holders of record of our common stock as of February 13, 2013 was 296. 


On February 14, 2013, our Board of Directors authorized the payment of a cash dividend of $0.12 
per share of common stock. This payment will be distributed on March 29, 2013, to shareholders of 
record at the close of business on March 13, 2013. The declaration and payment of cash dividends on 
our common stock is at the discretion of our Board of Directors, and any decision to declare a 
dividend will be based on a number of factors, including, but not limited to, earnings, financial 
condition, applicable covenants under our credit facility and other contractual restrictions, or other 
factors deemed relevant. 


As of December 25, 2012, shares of common stock authorized for issuance under our equity 
compensation plan are summarized in the following table. The weighted-average option exercise price is 
for stock options only, as the restricted stock has no exercise price. See note 13 to the Consolidated 
Financial Statements for a description of the plan. 








Shares 
Shares to Be Weighted- Available for 

Issued Upon Average Option Future 

Plan Category Exercise Exercise Price Grants 
Plan approved by stockholders....................000. 4,062,435 $13.24 3,866,685 
Plans not approved by stockholders .................... — — — 
MOT, 29's Gebice cee Wie Serie Gisele alia Se aie aah Sah a nee ia ada wa 4,062,435 $13.24 3,866,685 








Unregistered Sales of Equity Securities 

There were no equity securities sold by the Company during the period covered by this Annual 
Report on Form 10-K that were not registered under the Securities Act of 1933, as amended. 

Issuer Repurchases of Securities 


On February 16, 2012, our Board of Directors approved a stock repurchase program under which 
it authorized us to repurchase up to $100.0 million of our common stock. This stock repurchase 
program has no expiration date and replaced a previous stock repurchase program which was approved 


30 


on February 17, 2011. The previous program authorized us to repurchase up to $50.0 million of our 
common stock and was increased by $50.0 million on August 18, 2011. Any repurchases will be made 
through open market transactions. The timing and the amount of any repurchases will be determined 
by management under parameters established by our Board of Directors, based on its evaluation of our 
stock price, market conditions and other corporate considerations. During 2012, we paid approximately 
$29.4 million to repurchase 1,786,855 shares of our common stock and we had $70.6 million remaining 
under our authorized stock repurchase program as of December 25, 2012. 


Since commencing our repurchase program in 2008, we have repurchased a total of 12.3 million 
shares of common stock at a total cost of $145.5 million through December 25, 2012 under 
authorizations from our Board of Directors. The following table includes information regarding 
purchases of our common stock made by us during the 13 weeks ended December 25, 2012. 








Total Number of Shares Maximum Number (or Approximate 
Total Number Average Purchased as Part of Dollar Value) of Shares that 
of Shares Price Paid Publicly Announced Plans May Yet Be Purchased 
Period Purchased per Share or Programs Under the Plans or Programs 
September 26 to October 23 .... —_ — —_ $100,000,000 
October 24 to November 20 .... 840,928 16.64 840,928 $ 86,021,895 
November 21 to December 25 ... 945,927 16.58 945,927 $ 70,614,805 


Total ica: cetesndcss a Hse oe ws 1,786,855 1,786,855 
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Stock Performance Graph 


The following graph sets forth cumulative total return experienced by holders of the Company’s 
common stock compared to the cumulative total return of the Russell 3000 Restaurant Index and the 
Russell 3000 Index for the period ended December 25, 2012, the last trading day of our fiscal year. The 
graph assumes the values of the investment in our common stock and each index was $100 on 
December 24, 2007 and the reinvestment of all dividends paid during the period of the securities 
comprising the indices. 


Note: The stock price performance shown on the graph below does not indicate future performance. 


Comparison of Cumulative Total Return Since December 24, 2007 


Among Texas Roadhouse, Inc., the Russell 3000 Index and the Russell 3000 Restaurant Index 
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12/24/07 12/30/08 12/29/09 12/28/10 12/27/11 12/25/12 
Texas Roadhouse, Inc. ............... $100.00 $64.49 $102.30 $152.92 $133.66 $148.59 
Russell 3000... 2.0... 0... eee ee eee $100.00 $59.08 $ 76.15 $ 86.55 $ 86.29 $ 97.64 
Russell 3000 Restaurant .............. $100.00 $82.93 $ 98.68 $128.35 $164.10 $163.09 
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ITEM 6—SELECTED CONSOLIDATED FINANCIAL DATA 


We derived the selected consolidated financial data as of and for the years 2012, 2011, 2010, 2009 
and 2008 from our audited consolidated financial statements. 


The Company utilizes a 52 or 53 week accounting period that ends on the last Tuesday in 
December. The Company utilizes a 13 or 14 week accounting period for quarterly reporting purposes. 
Fiscal year 2008 was 53 weeks in length while fiscal years 2012, 2011, 2010 and 2009 were 52 weeks in 
length. Our historical results are not necessarily indicative of our results for any future period. 


Fiscal Year 
2012 2011 2010 2009 2008 
(in thousands, except per share data) 








Consolidated Statements of Income: 






































Revenue: 

Restaurant sales .............004. $1,252,358 $1,099,475 $ 995,988 $934,100 $871,556 

Franchise royalties and fees ......... 10,973 9,751 9,005 8,231 8,905 

Total revenue...............00. 1,263,331 1,109,226 1,004,993 942,331 880,461 

Income from operations ............. 110,458 95,239 90,617 75,861 62,027 
Income before taxes .............045 108,539 93,192 88,372 72,809 58,398 
Provision for income taxes............ 34,738 26,765 27,683 23,491 19,389 
Net income including noncontrolling 

WULETESIS? 45 Rcd ew b aha Hales be deed $ 73,801 $ 66,427 $ 60,689 §$ 49,318 $ 39,009 
Less: Net income attributable to 

noncontrolling interests ............ 2,631 2,463 2,400 1,839 841 
Net income attributable to Texas 

Roadhouse, Inc. and subsidiaries ..... $ 71,170 $ 63,964 $ 58,289 $ 47,479 $ 38,168 
Net income per common share: 

BASIC. sxagecsc as. S anes & Gun eaten ween 2 $ 1.02 $ 0.90 $ 0.82 $ 068 $ 0.53 

| 1 <6 Ce $ 1.00 $ 0.88 $ 0.80 $ 067 $ 0.52 
Weighted average shares outstanding(1): 

BASIC: A s,s tea ayentaie, oar aao anes ah eee Gy accents 70,026 70,829 71,432 69,967 72,672 

PUT ey, os. 4. oe deena, ate teehee! wt ate tebe 71,485 72,278 72,929 71,298 74,079 
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Fiscal Year 
2012 2011 2010 2009 2008 
($ in thousands) 








Consolidated Balance Sheet Data: 





Cash and cash equivalents............... $ 81,746 $ 78,777 $ 86,254 $ 50,749 $ 9,029 
Total assets s.2.¢ i 5 62s anda enced esis ovaet 791,254 740,670 702,801 662,073 622,663 
Long-term debt and obligations under capital 

leases, net of current maturities ......... 51,264 61,601 51,906 101,179 132,482 

Total Wabiities: o.59.404. che cs 64 ba Sea ee ee 260,517 244,848 203,419 239,123 259,866 

Noncontrolling interests ................ 5,653 3,918 2,766 2,578 2,807 

Texas Roadhouse, Inc. and subsidiaries 

stockholders’ equity(2)................ 525,084 491,904 496,616 420,372 359,990 
Selected Operating Data (unaudited): 
Restaurants: 
Company—Texas Roadhouse ........... 318 291 271 260 245 
Company—Aspen Creek .............. 2 3 3 1 — 
Branchise® 4.83 6424 GReS ak ORa GE O44 72 72 71 70 69 
Totals... ocean toce be nahin Meee dans 392 366 345 331 314 
Company restaurant information: 
Store Weeks sg.) cuvaiw Pha esis Ge Seg 15,936 14,573 13,803 13,255 11,861 
Comparable restaurant sales growth(3) .... 4.7% 4.7% 2.4% (2.8)% (2.3)% 
Texas Roadhouse restaurants only: 
Comparable restaurant sales growth(3) .. 4.7% 4.8% 2.4% (2.8)% (2.3)% 
Average unit volumes(4)............. $ 4,085 $ 3,917 $ 3,730 $ 3,660 $ 3,823 

Net cash provided by operating activities .... $145,940 $138,514 $120,056 $115,249 $ 93,330 

Net cash used in investing activities ........ $ (88,048) $(81,570) $(44,816) $(43,134) $(120,216) 

Net cash (used in) provided by financing 

ACHVINES 25 iV KEE EES w Ee So SES OS $ (54,923) $(64,421) $(39,735) $(30,395) $ 12,696 

(1) See note 11 to the Consolidated Financial Statements. 

(2) See note 10 to the Consolidated Financial Statements. 

(3) Comparable restaurant sales growth reflects the change in sales over the same period of the prior 
years for the comparable restaurant base. We define the comparable restaurant base to include 
those restaurants open for a full 18 months before the beginning of the later fiscal period, 
excluding sales from restaurants closed during the period. 

(4) Average unit volume represents the average annual restaurant sales from Texas Roadhouse 


company restaurants open for a full six months before the beginning of the period measured, 
excluding sales from restaurants closed during the period. Although 2008 contained 53 weeks, for 
comparative purposes, 2008 average unit volumes were adjusted to a 52-week basis. Additionally, 
average unit volume of company-owned restaurants for 2008 in the table above were adjusted to 
reflect the restaurant sales of any acquired franchise restaurants. 
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ITEM 7—MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 
RESULTS OF OPERATIONS 


The discussion and analysis below for the Company should be read in conjunction with the 
consolidated financial statements and the notes to such financial statements (pages F-1 to F-19), 
“Forward-looking Statements” (page 3) and Risk Factors set forth in Item 1A. 


Our Company 


Texas Roadhouse is a growing, moderately priced, full-service restaurant chain. Our founder, 
chairman and chief executive officer, W. Kent Taylor, started the business in 1993 with the opening of 
the first Texas Roadhouse in Clarksville, Indiana. Since then, we have grown to 392 restaurants in 47 
states and two foreign countries. Our mission statement is “Legendary Food, Legendary Service®.” Our 
operating strategy is designed to position each of our restaurants as the local hometown destination for 
a broad segment of consumers seeking high-quality, affordable meals served with friendly, attentive 
service. As of December 25, 2012, our 392 restaurants included: 


¢ 320 “company restaurants,” of which 305 were wholly-owned and 15 were majority-owned. The 
results of operations of company restaurants are included in our consolidated statements of 
income and comprehensive income. The portion of income attributable to minority interests in 
company restaurants that are not wholly-owned is reflected in the line item entitled “Net income 
attributable to noncontrolling interests” in our consolidated statements of income and 
comprehensive income. 


¢ 72 “franchise restaurants,’ of which 71 were franchise restaurants and one was a license 
restaurant. We have a 5.0% to 10.0% ownership interest in 23 franchise restaurants. The income 
derived from our minority interests in these franchise restaurants is reported in the line item 
entitled “Equity income from investments in unconsolidated affiliates” in our consolidated 
statements of income and comprehensive income. Additionally, we provide various management 
services to these franchise restaurants, as well as seven additional franchise restaurants in which 
we have no ownership interest. 


We have contractual arrangements which grant us the right to acquire at pre-determined valuation 
formulas (i) the remaining equity interests in 13 of the 15 majority-owned company restaurants and 
(ii) 64 of the franchise restaurants. 


Presentation of Financial and Operating Data 


We operate on a fiscal year that ends on the last Tuesday in December. Fiscal years 2012, 2011 
and 2010 were 52 weeks in length, while the quarters for those years were 13 weeks in length. Fiscal 
year 2013 will be 53 weeks in length and, as such, the fourth quarter of fiscal 2013 will be 14 weeks in 
length. 


Long-term Strategies to Grow Earnings Per Share 


Our long-term strategies with respect to increasing net income and earnings per share, along with 
creating shareholder value, include the following: 


Expanding Our Restaurant Base. We will continue to evaluate opportunities to develop Texas 
Roadhouse restaurants in existing markets and new domestic and international markets. Domestically, 
we will remain focused primarily on mid-sized markets where we believe a significant demand for our 
restaurants exists because of population size, income levels and the presence of shopping and 
entertainment centers and a significant employment base. Our ability to expand our restaurant base is 
influenced by many factors beyond our control and therefore we may not be able to achieve our 
anticipated growth. Our average capital investment for Texas Roadhouse restaurants opened during 
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2012, including pre-opening expenses and a capitalized rent factor, was $3.88 million, which is slightly 
higher than our average capital investment in 2011 of $3.76 million. We anticipate that our 2013 
development costs will be slightly higher than our 2012 costs. We continue to focus on driving sales and 
managing restaurant development costs in order to further increase our restaurant development in the 
future. 


We may, at our discretion, add franchise restaurants, domestically and/or internationally, primarily 
with franchisees who have demonstrated prior success with Texas Roadhouse or other restaurant 
concepts and in markets in which the franchisee demonstrates superior knowledge of the demographics 
and restaurant operating conditions. In conjunction with this strategy, we signed our first international 
franchise agreement in 2010 for the development of Texas Roadhouse restaurants in eight countries in 
the Middle East over the next ten years, two of which are currently open. Additionally, in 2010, we 
entered into a joint venture agreement with a casual dining restaurant operator in China for minority 
ownership in three non-Iexas Roadhouse restaurants, two of which are currently open. We continue to 
explore opportunities in other countries for international expansion. We may also look to acquire 
franchise restaurants under terms favorable to the Company and our stockholders. Additionally, from 
time to time, we will evaluate potential mergers, acquisitions, joint ventures or other strategic initiatives 
to acquire or develop additional concepts. Of the 320 restaurants we owned and operated at 
December 25, 2012, we operated 318 as Texas Roadhouse restaurants, while two operated under the 
name of Aspen Creek. We currently plan to open approximately 28 company restaurants in 2013, all of 
which will be Texas Roadhouse restaurants. In addition, we anticipate our existing franchise partners 
will open as many as five Texas Roadhouse restaurants, primarily international, in 2013. 


Maintaining and/or Improving Restaurant Level Profitability. We plan to maintain, or possibly 
increase, restaurant level profitability through a combination of increased comparable restaurant sales 
and operating cost management. In 2012, our average unit volumes and comparable restaurant sales 
increased 4.3% and 4.7%, respectively, for Texas Roadhouse restaurants. The growth in these measures 
was primarily due to menu price increases taken throughout 2012 and 2011 along with higher guest 
traffic counts. In an effort to partially offset inflationary pressures, we increased menu prices 
approximately 2.0% in late 2012, 2.2% in early 2012 and 2.5% to 3.0% during 2011. In general, we 
continue to balance the impacts of inflationary pressures with our value positioning as we remain 
focused on the long-term success of Texas Roadhouse. This may create a challenge in terms of 
maintaining and/or increasing restaurant margins, as a percentage of sales, in any given year, depending 
on the level of inflation we experience. However, in addition to restaurant margin, as a percentage of 
sales, we also focus on restaurant margin dollar growth per store week as a measure of restaurant level 
profitability. In terms of driving higher guest traffic counts, we remain focused on encouraging repeat 
visits by our guests through our continued commitment to operational standards relating to our quality 
of food and service. In order to attract new guests and increase the frequency of visits of our existing 
guests, we also continue to drive various localized marketing programs, to focus on speed of service 
and to increase throughput by adding seats in certain restaurants. 


Leveraging Our Scalable Infrastructure. To support our growth, we continue to make investments in 
our infrastructure. Over the past several years, we have made significant investments in our 
infrastructure including information systems, real estate, human resources, legal, marketing and 
operations. Our goal is to have general and administrative costs increase at a slower growth rate than 
our revenue. In 2012, general and administrative costs increased at a faster growth rate than our 
revenue as a result of a legal settlement charge of $5.0 million recorded in the first quarter of 2012. 
Whether we are able to continue leveraging our infrastructure will depend, in part, on our new 
restaurant openings and our comparable restaurant sales growth rate going forward. 


Returning Capital to Shareholders. We continue to evaluate opportunities to return capital to our 
shareholders through the payment of dividends and/or repurchases of common stock. We started paying 
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dividends in 2011, where we declared regular dividends of $22.5 million, or $0.32 per share of common 
stock ($0.08 per share per quarter). In 2012, we increased our regular quarterly dividend to $0.09 per 
share of common stock and declared regular dividends of $25.2 million, or $0.36 per share of common 
stock. In addition, we declared a non-regular dividend of $0.10 per share of common stock, or 

$6.9 million, in December 2012. Our long-term strategy includes increasing our regular quarterly 
dividend amount over time. The declaration and payment of cash dividends on our common stock is at 
the discretion of our Board of Directors, and any decision to declare a dividend will be based on a 
number of factors, including, but not limited to, earnings, financial condition, applicable covenants 
under our credit facility and other contractual restrictions, or other factors deemed relevant. 


On February 16, 2012, our Board of Directors approved a stock repurchase program under which 
we may repurchase up to $100.0 million of our common stock. Any repurchases will be made through 
open market transactions. As of December 25, 2012, $70.6 million remains authorized for repurchase. 
In 2012, we paid $29.4 million to repurchase 1,786,855 shares of our common stock. Since 2008, we 
have paid $145.5 million to repurchase 12,271,762 shares of our common stock at an average price per 
share of $11.86 through our authorized stock repurchase programs. 


Key Operating Personnel 


Key personnel who have a significant impact on the performance of our restaurants include 
managing and market partners. Each company restaurant has one managing partner who serves as the 
general manager. Market partners can provide supervisory services for up to 10 to 15 managing 
partners and their respective management teams. Market partners also assist with our site selection 
process and recruitment of new management teams. The managing partner of each company restaurant 
and their corresponding market partners are required, as a condition of employment, to sign a 
multi-year employment agreement. The annual compensation of our managing and market partners 
includes a base salary plus a percentage of the pre-tax net income of the restaurant(s) they operate or 
supervise. Managing and market partners are eligible to participate in our equity incentive plan and, as 
a general rule, are required to make deposits of $25,000 and $50,000, respectively. Generally, the 
deposits are refunded after five years of service. 


Key Measures We Use To Evaluate Our Company 


Key measures we use to evaluate and assess our business include the following: 


Number of Restaurant Openings. Number of restaurant openings reflects the number of 
restaurants opened during a particular fiscal period. For company restaurant openings we incur 
pre-opening costs, which are defined below, before the restaurant opens. Typically, new restaurants 
open with an initial start-up period of higher than normalized sales volumes, which decrease to a steady 
level approximately three to six months after opening. However, although sales volumes are generally 
higher, so are initial costs, resulting in restaurant operating margins that are generally lower during the 
start-up period of operation and increase to a steady level approximately three to six months after 
opening. 


Comparable Restaurant Sales Growth. Comparable restaurant sales growth reflects the change in 
year-over-year sales for the company restaurants in the comparable restaurant base. We define the 
comparable restaurant base to include those restaurants open for a full 18 months before the beginning 
of the later fiscal period excluding restaurants closed during the period. Comparable restaurant sales 
growth can be impacted by changes in guest traffic counts or by changes in the per person average 
check amount. Menu price changes and the mix of menu items sold can affect the per person average 
check amount. 
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Average Unit Volume. Average unit volume represents the average annual restaurant sales for 
company-owned Texas Roadhouse restaurants open for a full six months before the beginning of the 
period measured. Average unit volume excludes sales on restaurants closed during the period. Growth 
in average unit volumes in excess of comparable restaurant sales growth is generally an indication that 
newer restaurants are operating with sales levels in excess of the company average. Conversely, growth 
in average unit volumes less than growth in comparable restaurant sales growth is generally an 
indication that newer restaurants are operating with sales levels lower than the company average. 


Store Weeks. Store weeks represent the number of weeks that our company restaurants were open 
during the reporting period. 


Restaurant Margins. Restaurant margins represent restaurant sales less cost of sales, labor, rent 
and other operating costs. Depreciation and amortization expense, substantially all of which relates to 
restaurant-level assets, is excluded from restaurant operating costs and is shown separately as it 
represents a non-cash charge for the investment in our restaurants. Restaurant margin is widely 
regarded as a useful metric by which to evaluate restaurant-level operating efficiency and performance. 
Restaurant margin is not a measurement determined in accordance with generally accepted accounting 
principles (“GAAP”) and should not be considered in isolation, or as an alternative, to income from 
operations or other similarly titled measures of other companies. Restaurant margins, as a percentage 
of restaurant sales, may fluctuate based on inflationary pressures, commodity costs and wage rates. We 
also focus on restaurant margin dollar growth per store week as a measure of restaurant-level 
profitability as it provides additional insight on operating performance. 


Other Key Definitions 


Restaurant Sales. Restaurant sales include gross food and beverage sales, net of promotions and 
discounts, for all company-owned restaurants. Sales taxes collected from customers and remitted to 
governmental authorities are accounted for on a net basis and therefore are excluded from restaurant 
sales in the consolidated statements of income and other comprehensive income. 


Franchise Royalties and Fees. Domestic franchisees typically pay a $40,000 initial franchise fee for 
each new restaurant. In addition, at each renewal period, we receive a fee equal to the greater of 30% 
of the then-current initial franchise fee or $10,000 to $15,000. Franchise royalties consist of royalties in 
an amount up to 4.0% of gross sales, as defined in our franchise agreement, paid to us by our 
franchisees. 


Restaurant Cost of Sales. Restaurant cost of sales consists of food and beverage costs. 


Restaurant Labor Expenses. Restaurant labor expenses include direct and indirect labor costs 
incurred in operations except for profit sharing incentive compensation expenses earned by our 
restaurant managers. These profit sharing expenses are reflected in restaurant other operating expenses. 
Restaurant labor expenses also include share-based compensation expense related to restaurant-level 
employees. 


Restaurant Rent Expense. Restaurant rent expense includes all rent associated with the leasing of 
real estate and includes base, percentage and straight-line rent expense. 


Restaurant Other Operating Expenses. Restaurant other operating expenses consist of all other 
restaurant-level operating costs, the major components of which are utilities, supplies, advertising, 
repairs and maintenance, property taxes, credit card fees and general liability insurance. Profit sharing 
allocations to managing partners and market partners are also included in restaurant other operating 
expenses. 
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Pre-opening Expenses. Pre-opening expenses, which are charged to operations as incurred, consist 
of expenses incurred before the opening of a new restaurant and are comprised principally of opening 
team and training salaries, travel expenses, rent, food, beverage and other initial supplies and expenses. 


Depreciation and Amortization Expenses. Depreciation and amortization expenses (“D&A”) 
includes the depreciation of fixed assets and amortization of intangibles with definite lives, substantially 
all of which relates to restaurant-level assets. 


Impairment and closure costs. Impairment and closure costs include any impairment of long-lived 
assets, including goodwill, associated with restaurants where the carrying amount of the asset is not 
recoverable and exceeds the fair value of the asset and expenses associated with the closure of a 
restaurant. Closure costs also include any gains or losses associated with the sale of a closed restaurant 
and/or assets held for sale. 


General and Administrative Expenses. General and administrative expenses (“G&A”) are 
comprised of expenses associated with corporate and administrative functions that support development 
and restaurant operations and provide an infrastructure to support future growth. Supervision and 
accounting fees received from certain franchise restaurants and license restaurants are offset against 
G&A. G&A also includes share-based compensation expense related to executive officers, support 
center employees and area managers, including market partners. 


Interest Expense, Net. Interest expense includes the cost of our debt obligations including the 
amortization of loan fees, reduced by interest income and capitalized interest. Interest income includes 
earnings on cash and cash equivalents. 


Equity Income from Unconsolidated Affiliates. As of December 25, 2012 and December 27, 2011, 
we owned 5.0% to 10.0% equity interest in 23 and 22 franchise restaurants, respectively. As of 
December 28, 2010, we owned 5.0% to 10.0% equity interest in 21 franchise restaurants. Equity income 
from unconsolidated affiliates represents our percentage share of net income earned by these 
unconsolidated affiliates. 


Net Income Attributable to Noncontrolling Interests. Net income attributable to noncontrolling 
interests represents the portion of income attributable to the other owners of the majority-owned or 
controlled restaurants. Our consolidated subsidiaries at December 25, 2012 included 15 majority-owned 
restaurants, all of which were open. Our consolidated subsidiaries at December 27, 2011and 
December 28, 2010 included 12 and 11 majority-owned restaurants, respectively, all of which were 
open. 


Managing Partners and Market Partners. Managing partners are single unit operators who have 
primary responsibility for the day-to-day operations of the entire restaurant and are responsible for 
maintaining the standards of quality and performance we establish. Market partners, generally, have 
supervisory responsibilities for up to 10 to 15 restaurants. In addition to supervising the operations of 
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our restaurants, they are also responsible for the hiring and development of each restaurant’s 
management team and assist in the new restaurant site selection process. 


Consolidated Statements of Income: 
Revenue: 


Restaurant sales ...............0.0-. 
Franchise royalties and fees........... 


Total revenue ok ei 6 ee ee OS ae ews 


Costs and expenses: 
(As a percentage of restaurant sales) 
Restaurant operating costs (excluding 
depreciation and amortization shown 
separately below): 


Cost of sales... .........00000005 
TADOM . < sire tate So ceteapsen et wasn ns 


Other operating.................. 


(As a percentage of total revenue) 


Pre-opening ..................000. 
Depreciation and amortization......... 
Impairment and closures............. 
General and administrative ........... 


Total costs and expenses ............... 
Income from operations ............... 
Interest expense, net ..............0.. 


Equity income from investments in 


unconsolidated affiliates ............. 


Income before taxes...............00. 
Provision for income taxes ............. 


Net income including noncontrolling 


IMLEPESUS:s, ooo eS PRA we wh ee wns 


Net income attributable to noncontrolling 


WALT ESUS! << x86 sonics Saas Qe are FS eigOE Sha S 


Net income attributable to Texas 


Roadhouse, Inc. and subsidiaries ....... 


Results of Operations 





Fiscal Year 





























2012 2011 2010 
$ % $ % $ % 
(in thousands) 

1,252,358 99.1 1,099,475 99.1 995,988 99.1 
10,973 0.9 9,751 0.9 9,005 0.9 
1,263,331 100.0 1,109,226 100.0 1,004,993 100.0 
423,615 33.8 367,385 33.4 324,267 32.6 
367,763 29.4 326,233 29.7 293,022 29.4 
25,797 Ze. 23,150 2 21,361 2.1 
204,318 16.3 184,073 16.7 172,893 17.4 
12,399 1.0 11,534 = 1.0 7,051 0.7 
46,717 331 42,709 3.9 41,283 41 
1,624 0.1 1,201 0.1 2,005 0.2 
70,640 5.6 57,702 5.2 52,494 5.2 
1,152,873 91.3 1,013,987 91.4 914,376 91.0 
110,458 8.7 95,239 8.6 90,617 9.0 
2,347 0.2 2,413 0.2 2,673 0.3 
(428) 0.0 (366) 0.0 (428) 0.0 
108,539 8.5 93,192 8.4 88,372 8.8 
34,738 2.7 26,765 2.4 27,683 2.8 
73,801 5.8 66,427 6.0 60,689 6.0 
2,631 0.2 2,463 0.2 2,400 0.2 
71,170 5.6 63,964 5.8 58,289 5.8 
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Reconciliation of GAAP and Non-GAAP Information 
(in thousands, except per share data) 


In addition to the results provided in accordance with U.S. Generally Accepted Accounting 
Principles (““GAAP”’) throughout this document, the Company has provided non-GAAP measurements 
which present operating results on a basis before the impact of a settlement of a legal matter. This 
item is described in further detail throughout this document. 


The Company used earnings before the impact of the legal settlement as a key performance 
measure of results of operations for purposes of evaluating performance internally. This non-GAAP 
measurement is not intended to replace the presentation of our financial results in accordance with 
GAAP. Rather, the Company believes that the presentation of results before the impact of the legal 
settlement provides additional information to facilitate the comparison of past and present operations, 
excluding items that the Company does not believe are indicative of our ongoing operations in the 
52 weeks ended December 25, 2012. 

52 weeks ended 
December 25, 2012 December 27, 2011 











$ $ 

Net income attributable to Texas Roadhouse, Inc. and subsidiaries, 

excluding settlement charge ..... 2... 0.0... 2c eee eee eee 74,232 63,964 
Amount reserved for settlement of a legal matter, net of tax(1).... (3,062) — 
Net income attributable to Texas Roadhouse, Inc. and subsidiaries. . 71,170 63,964 
Weighted average diluted shares outstanding ................. 71,485 72,278 
Diluted earnings per share, excluding settlement charge ......... 1.04 0.88 
Impact of settlement charge on diluted earnings per share ....... (0.04) — 

Diluted earnings per share..... 2... . eee eee 1.00 0.88 





(1) Amount reserved in the first quarter of 2012 for the settlement of a legal matter was $5.0 million 
before the statutory income tax rate. The settlement is included in general administrative costs in 
our condensed consolidated statements of income and comprehensive income. 


Restaurant Unit Activity 


Company Franchise Total 























Balance at December 29, 2009 ....... 0.0... cee ees 261 70 331 
Openings—Texas Roadhouse ........... 0.0.00... 00 eee eee 12 1 13 
Openings—Aspen Creek ... 2... 0... eee 2 — 2 
Closures—Texas Roadhouse ..... 0.0.2... 0.000. (1) — (1) 
Balance at December 28, 2010 ....... 20... 0... cece ee 274 71 345 
Openings—Texas Roadhouse ........... 0.0.0.0... eee eee 20 1 21 
Openings—Aspen Creek ... 0.0.0.0... eee 

CIOSULES: c.25.6.0 3 608 oa Cet ela S ae ee HE Helis Meee ae eo! 

Balance at. December 27,2011 2 ..6-¢4064 c44040444 04004004 04 294 72 366 
Openings—Texas Roadhouse .......... 0.00.00... . ee eee 29 2 27 
Openings—Aspen Creek ... 2.0.0... eee ne 

Acquisitions from franchisees... 1.2... 0.00.0... eee eee 2 (2) — 
Closures—Aspen Creek... 2... cee en (1) — (1) 
Balance at December 25, 2012... 0... 0... eee es 320 72 392 
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Restaurant Sales 


Restaurant sales increased by 13.9% in 2012 as compared to 2011 and 10.4% in 2011 compared to 
2010. These increases were attributable to the opening of new restaurants and an increase in average 
unit volumes, primarily comparable restaurant sales. 


The following table summarizes certain key drivers and/or attributes of restaurant sales at company 
restaurants for the periods. 














2012 2011 2010 

Company Restaurants 
Increase in store weeks... 1.2.0.0... 0... eee eee eee 94% 5.6% 41% 
Increase in average unit volumes................... 4.3 5.0 1.9 
Other (1) a iiiua ated ha Cable ee ee oes 0.2 (0.2) 0.6 

Total increase in restaurant sales ................. 13.9% 104% 6.6% 
StOLre WEEKS: 4 cnceb5. 861s. 408s doa ale Wit oe endo wih ee dd ole 4 15,936 14,573 13,803 
Comparable restaurant sales growth................. 47% 4.7% 24% 
Texas Roadhouse restaurants only: 

Comparable restaurant sales growth............... 47% 48% 24% 

Average unit volume (in thousands) ............... $4,085 $3,917 $3,730 





(1) Includes the impact of the year-over-year change in sales volume of all Aspen Creek 
restaurants, along with Texas Roadhouse restaurants open less than six months before the 
beginning of the period measured, and, if applicable, the impact of restaurants closed 
during the period. 


The increases in store weeks for the periods presented above are attributable to the opening of 
new restaurants. Company restaurant count activity is shown in the restaurant unit activity table above. 


The increase in average unit volume for 2012 compared to 2011 was primarily driven by positive 
comparable restaurant sales, partially offset by lower year-over-year sales for the newer restaurants 
included in our average unit volumes, but excluded from comparable restaurant sales. Comparable 
restaurant sales of 4.7% in 2012 was primarily due to increases in our per person average check of 
3.4%, along with increases in guest traffic counts of 1.3%. The menu price increases we have taken in 
2012 and 2011 are driving the increase in our per person average check. In 2012, we increased menu 
prices approximately 2.2% in the first quarter and approximately 2.0% in early December. In 2011, we 
increased menu prices approximately 2.5% to 3.0% with just over 1.0% during the first quarter of the 
year and the remaining during the third and fourth quarters of the year. These menu price increases 
were taken as a result of inflationary pressures, primarily commodities. 


The increase in average unit volume for 2011 compared to 2010 was primarily driven by positive 
comparable restaurant sales, along with higher year-over-year sales for newer restaurants included in 
our average unit volumes, but excluded from comparable restaurant sales. For 2011, comparable 
restaurant sales increased 4.7% primarily due to an increase in guest traffic counts of 3.2%, along with 
an increase in our per person average check driven by menu price increases taken in 2011 as previously 
discussed. 


In 2013, we plan to open approximately 28 company restaurants. We have either begun 
construction or have sites under contract for purchase or lease for 23 of the 28 restaurants. 
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Franchise Royalties and Fees 


Franchise royalties and fees increased by $1.2 million or by 12.5% in 2012 from 2011 and 
$0.7 million or by 8.3% in 2011 from 2010. These increases were primarily attributable to an increase in 
average unit volumes, increasing royalty rates in conjunction with the renewal of certain franchise 
agreements, and the opening of new franchise restaurants. Franchise comparable restaurant sales 
increased by 5.3% in 2012 and 4.3% in 2011. Franchise restaurant count activity is shown in the 
restaurant unit activity table above. We anticipate our existing franchise partners will open as many as 
five Texas Roadhouse restaurants, primarily international, in 2013. 


On December 25, 2012, we acquired two franchise restaurants. These acquisitions had no impact 
on 2012 diluted earnings per share as the acquisition occurred on the last day of our fiscal year. In 
both 2012 and 2011, these restaurants paid us $0.3 million in franchise royalties, respectively. We expect 
that the acquisition will have no significant net revenue or accretive net income impact on an on-going 
annual basis. 


Restaurant Cost of Sales 


Restaurant cost of sales, as a percentage of restaurant sales, increased to 33.8% in 2012 from 
33.4% in 2011. This increase was primarily attributable to commodity inflation of approximately 6.4% 
in 2012, partially offset by the impact of menu pricing actions in 2012 and 2011 and the benefit of 
favorable mix shift. Inflation was driven by higher food costs on items such as beef and pork, partially 
offset by lower costs for certain produce items, specifically potatoes. The benefit of favorable mix shift 
was primarily driven by the addition of pictures to the menu in late January 2012 which has resulted in 
higher sales for the items shown. These items have a slightly lower food cost, as a percentage of sales, 
than other items within the same category. For 2013, we have fixed price contracts for 65% to 70% of 
our overall food costs with the remainder subject to fluctuating market prices. We expect commodity 
cost inflation of 6% to 7% in 2013. 


Restaurant cost of sales, as a percentage of restaurant sales, increased to 33.4% in 2011 from 
32.6% in 2010. This increase was primarily attributable to commodity inflation of approximately 3.5% 
for 2011. Inflation was driven by higher food costs on items such as potatoes, pork, beef, cheese and 
wheat ingredients. 


Restaurant Labor Expenses 


Restaurant labor expenses, as a percentage of restaurant sales, decreased to 29.4% in 2012 from 
29.7% in 2011. The decrease was primarily driven by an increase in average unit volumes, partially 
offset by higher average wage rates and labor inefficiencies associated with recently opened restaurants. 
The timing of restaurant openings in 2012 and 2011 led to an increase in labor inefficiencies, as a 
percentage of restaurant sales in 2012. Typically, restaurants open with an initial start-up period of 
higher than normalized sales volumes and higher than normalized labor costs, as a percentage of sales. 


Restaurant labor expenses, as a percentage of restaurant sales, increased to 29.7% in 2011 from 
29.4% in 2010. Higher payroll taxes and the impact of labor inefficiencies associated with newer 
restaurants were partially offset by the benefit from an increase in average unit volumes and lower 
workers’ compensation costs. 


In 2011, higher payroll tax expense was primarily due to the benefit we obtained in 2010 from 
exemptions under the Hiring Incentives to Restore Employment (HIRE) Act, which was recorded as a 
reduction in payroll tax expense. For 2011, the exemptions under the HIRE Act were replaced by a tax 
credit which results in a reduction in income tax expense rather than payroll tax expense. For 2011, the 
net impact of this change year-over-year was an increase in payroll expense of $1.8 million. In addition, 
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we experienced higher state unemployment taxes throughout 2011. Workers’ compensation costs were 
$0.5 million lower in 2011 compared to 2010 due to changes in our claims development history. 


In 2013, we anticipate our labor costs will be pressured by continued wage rate inflation due to 
continued state-mandated increases in minimum and tip wage rates. These increases may or may not be 
offset by additional menu price adjustments and/or guest traffic growth. 


Restaurant Rent Expense 


Restaurant rent expense, as a percentage of restaurant sales, remained unchanged at 2.1% in 2012 
compared to 2011 and 2010. In all periods presented, the benefit from an increase in average unit 
volumes offset the impact of leasing more land and buildings than we have in the past. 


Restaurant Other Operating Expenses 


Restaurant other operating expenses, as a percentage of restaurant sales, decreased to 16.3% in 
2012 from 16.7% in 2011. This decrease was primarily attributable to an increase in average unit 
volumes and lower utility costs and credit card fees, partially offset by higher costs for managing 
partner and market partner bonuses, as a percentage of sales. Managing partner and market partner 
bonuses were higher in 2012 as a result of improved restaurant sales and higher restaurant margins. 


Restaurant other operating expenses, as a percentage of restaurant sales, decreased to 16.7% in 
2011 from 17.4% in 2010. This decrease was attributable to an increase in average unit volumes and 
lower general liability insurance, utility and property tax costs. General liability insurance costs were 
lower in 2011 as we had additional insurance expense in 2010 of $1.5 million due to changes in our 
claims development history related to our 2010 quarterly actuarial reports. Utility costs were lower 
primarily due to lower electricity and natural gas prices. 


Restaurant Pre-opening Expenses 


Pre-opening expenses in 2012 increased to $12.4 million from $11.5 million in 2011 and increased 
to $11.5 million in 2011 from $7.1 million in 2010. These increases were primarily attributable to more 
restaurant openings each year versus the prior year. We opened 25 company restaurants in 2012 
compared to 20 company restaurants in 2011 and 15 company restaurants in 2010. Additionally, we 
plan to open 28 company restaurants in 2013. 


Pre-opening costs will fluctuate from period to period based on the number and timing of 
restaurant openings and the number and timing of restaurant managers hired. Based on our increased 
restaurant development plans, we expect pre-opening expense to be higher in 2013. 


Depreciation and Amortization Expenses (“D&A”’) 


D&A, as a percentage of revenue, decreased to 3.7% in 2012 from 3.9% in 2011 and decreased to 
3.9% in 2011 from 4.1% in 2010. Along with an increase in average unit volumes, these decreases were 
primarily due to lower depreciation expense, as a percentage of revenue, on older restaurants as 
depreciation expense on short-lived assets, such as equipment, has ended. The decrease was partially 
offset by higher depreciation, as a percentage of revenue, at new restaurants. 


Impairment and Closure Expenses 


Impairment and closure expenses increased to $1.6 million in 2012 from $1.2 million in 2011, 
which was a decrease from $2.0 million in 2010. In 2012, we recorded $0.5 million of impairment 
expense associated with the impairment of goodwill and intangible asset related to one restaurant and 
$0.9 million of impairment expense associated with the write down of assets, primarily land and 
building, related to a restaurant which was closed in 2012. In 2011, we recorded $0.8 million of 
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impairment expense associated with the impairment of goodwill related to one restaurant and 
$0.3 million of impairment expense associated with the write down of assets, primarily land and 
building, related to a restaurant which was closed in 2010. In 2010, we recorded $1.7 million of 
impairment expense associated with the impairment of goodwill related to four restaurants and 
$0.2 million related to the write-down of equipment and ongoing closure costs associated with one 
restaurant, which was closed in 2010. For all years presented, we also incurred costs primarily 
attributable to various restaurant closures in prior fiscal years. 


The goodwill impairment charges in the periods presented resulted from our annual testing, which 
relies, in part, on the historical and projected future cash flows of individual restaurants. We assign 
goodwill at the individual restaurant level. As such, we anticipate that we will incur future impairment 
charges as the historical and/or projected future financial performance of these restaurants change. The 
amount and timing of any potential future charges, however, is difficult to predict. 


See note 15 in the Consolidated Financial Statements for further discussion regarding closures and 
impairments recorded in 2012, 2011 and 2010, including the impairments of goodwill and other 
long-lived assets. 


General and Administrative Expenses (“G&A’’) 


G&A, as a percentage of total revenue, increased to 5.6% in 2012 from 5.2% in 2011. The 
increase was primarily attributable to higher legal settlement charges, along with higher costs associated 
with share-based compensation, partially offset by an increase in average unit volumes and lower costs 
related to our annual managing partner conference in the second quarter of 2012. In the first quarter 
of 2012, we recorded a one-time, pre-tax charge of $5.0 million ($3.1 million after-tax) related to the 
settlement of a previously disclosed legal matter. This charge had a $0.04 impact on diluted earnings 
per share in 2012. Share-based compensation costs were approximately $2.0 million higher in 2012 
compared to 2011 primarily driven by a higher stock price associated with a grant of restricted stock 
units on January 7, 2012 in conjunction with the execution of certain executive employment contracts at 
the beginning of 2012. Based primarily on the location of our annual managing partner conference in 
the second quarter of 2013, we expect our annual conference costs to be approximately $2.5 million 
higher in 2013 compared to 2012. 


Overall, in 2012, total G&A cost, excluding the legal settlement charge, increased at a slower 
growth rate than our revenue. Total G&A cost in 2013 may increase at a higher growth rate than our 
revenue, excluding the impact of the legal settlement charge in 2012. 


G&A, as a percentage of total revenue, remained unchanged at 5.2% in 2011 compared to 2010. 
For 2011, an increase in average unit volumes and lower performance-based bonus expense as a result 
of lower plan profitability compared to the prior year were offset by higher costs associated with share- 
based compensation costs, legal fees, marketing and travel costs. In 2011, share-based compensation 
costs were $1.0 million higher as a result of a grant of restricted stock units on January 8, 2011 in 
conjunction with the extension of certain executive employment contracts at the beginning of 2010. In 
addition, in the first quarter of 2011, we incurred a one-time charge of $0.5 million related to restricted 
stock units granted in 2010. 


Interest Expense, Net 


Net interest expense decreased to $2.3 million in 2012 from $2.4 million in 2011 which was a 
decrease from $2.7 million in 2010. In 2012, a decrease in amortization expense, along with an increase 
in capitalized interest was offset by an increase in expense attributable to higher interest rates. The 
decrease in 2011 was primarily attributable to lower interest rates partially offset by higher outstanding 
borrowings under our credit facility. 
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Income Taxes 


We account for income taxes in accordance with Financial Accounting Standards Board (“FASB”) 
Accounting Standards Codification (“ASC”) 740, Income Taxes (“ASC 740’). Our effective tax rate 
increased to 32.8% in 2012 from 29.5% in 2011. The increase in 2012 was primarily attributable to the 
loss of the HIRE Retention tax credit, higher non-deductible officer’s compensation and lower Worker 
Opportunity tax credits (“WOTC”) as a percentage of pre-tax income, partially offset by higher FICA 
tip credits. For 2013, we expect the tax rate to decrease to approximately 31.0%, due to higher federal 
tax credits, primarily due to the reinstatement of WOTC, and an expected decrease in non-deductible 
officer’s compensation. 


Our effective tax rate decreased to 29.5% in 2011 from 32.2% in 2010. The decrease in 2011was 
primarily attributable to higher federal tax credits, including HIRE Act tax credits, lower 
non-deductible officer’s compensation, and the benefit of certain incentive stock options exercised 
during the quarter. The HIRE Act tax credit is a 2011 federal tax credit enacted to encourage the 
retention of new hires for 52 weeks. The credit is only available for eligible new employees hired 
between February 4, 2010 and December 31, 2010 that remain employed for 52 consecutive weeks. 
Prior to 2011, as part of the HIRE Act, we received payroll tax exemptions, which lowered our 
restaurant labor expenses in 2010. 


Liquidity and Capital Resources 


The following table presents a summary of our net cash provided by (used in) operating, investing 
and financing activities: 


Fiscal Year 











2012 2011 2010 
(in thousands) 
Net cash provided by operating activities ................0000- $145,940 $138,514 $120,056 
Net cash used in investing activities ......... 0... 0... eee eee (88,048) (81,570) (44,816) 
Net cash used in financing activities ..................0..000, (54,923) (64,421) (39,735) 
Net increase (decrease) in cash and cash equivalents............. $ 2,969 $ (7,477) $ 35,505 








Net cash provided by operating activities was $145.9 million in 2012 compared to $138.5 million in 
2011. This increase was primarily due to an increase in net income driven by continued growth in 
overall sales combined with higher restaurant level profitability. The continued opening of new 
restaurants and an increase in comparable restaurant sales drove our sales growth. Net cash provided 
by operating activities was $138.5 million in 2011 compared to $120.1 million in 2010. This increase was 
primarily due to changes in working capital, along with increases in share-based compensation and net 
income. Net income was $5.7 million higher as a result of opening new restaurants and average unit 
volume growth, partially offset by lower margins. 


Our operations have not required significant working capital and, like many restaurant companies, 
we have been able to operate with negative working capital. Sales are primarily for cash, and restaurant 
operations do not require significant inventories or receivables. In addition, we receive trade credit for 
the purchase of food, beverages and supplies, thereby reducing the need for incremental working 
capital to support growth. 


Net cash used in investing activities was $88.0 million in 2012 compared to $81.6 million in 2011. 
The increase was primarily due to an increase in capital expenditures on the refurbishment of existing 
restaurants, such as remodeling, room additions and other general maintenance, along with the 
acquisition of two franchise restaurants on the last day of the 2012 fiscal year for a purchase price of 
$4.3 million. While we opened more restaurants in 2012 compared to 2011 and plan to open more in 
2013, the timing of the openings resulted in lower capital expenditures on new restaurants in 2012 
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compared to 2011. We opened 25 company restaurants in 2012 compared to 20 company restaurants in 
2011. We plan to open 28 company restaurants in 2013. Net cash used in investing activities was 

$81.6 million in 2011 compared to $44.8 million in 2010. This increase was primarily due to spending 
on capital expenditures as a result of more restaurant openings in 2011 compared to 2010 and more 
planned openings in 2012. 


We require capital principally for the development of new company restaurants, the refurbishment 
of existing restaurants and the acquisitions of franchise restaurants, if any. We either lease our 
restaurant site locations under operating leases for periods of five to 30 years (including renewal 
periods) or purchase the land where it is cost effective. As of December 25, 2012, 123 of the 320 
company restaurants have been developed on land which we own. 


The following table presents a summary of capital expenditures related to the development of new 
restaurants, the refurbishment of existing restaurants and the acquisition of franchise restaurants: 




















(in 000’s) 2012 2011 2010 

New company restaurants... 0.0... ee eee $55,389 $63,494 $29,796 
Refurbishment of existing restaurants(1) ................0000000. 29,490 18,264 15,255 
Total capital expenditines 3.54 soar va nea de Ke Ree ea onde eendenews $84,879 $81,758 $45,051 
Acquisition of franchise restaurants, net of cash acquired ............ $4297 $ — $ — 
Restaurant-related repairs and maintenance expense(2) ............. $13,843 $12,593 $11,888 





(1) Includes minimal capital expenditures related to support center office. 
(2) These amounts were recorded as an expense in the income statement as incurred. 


Our future capital requirements will primarily depend on the number of new restaurants we open, 
the timing of those openings and the restaurant prototype developed in a given fiscal year. These 
requirements will include costs directly related to opening new restaurants and may also include costs 
necessary to allow our infrastructure to support a larger restaurant base. In 2013, we expect our capital 
expenditures to be $100.0 to $105.0 million, the majority of which will relate to planned restaurant 
openings, including 28 restaurant openings in 2013. This amount excludes any cash used for franchise 
acquisitions. We intend to satisfy our capital requirements over the next 12 months with cash on hand, 
net cash provided by operating activities and, if needed, funds available under our credit facility. For 
2013, we anticipate net cash provided by operating activities will exceed capital expenditures, which we 
currently plan to use to repurchase common stock, pay dividends, as approved by our Board of 
Directors, and/or repay borrowings under our credit facility. 


Net cash used in financing activities was $54.9 million in 2012 compared to $64.4 million in 2011. 
This decrease was primarily due to lower repurchases of common stock in 2012 compared to 2011. The 
decrease in share repurchases along with higher proceeds from the exercise of stock options in 2012 
was partially offset by increased payments on borrowings under our credit facility and an additional 
dividend payment in 2012. We began paying dividends in the second quarter of fiscal 2011. Net cash 
used in financing activities was $64.4 million in 2011 compared to $39.7 million in 2010. This increase 
was primarily due to the repurchase of shares of common stock in 2011 of $59.1 million, the payment 
of dividends in 2011 of $17.0 million and a decrease in the proceeds from the exercise of stock options, 
partially offset by increased borrowings under our credit facility of $10.0 million. 


On February 16, 2012, our Board of Directors approved a stock repurchase program under which 
it authorized us to repurchase up to $100.0 million of our common stock. This stock repurchase 
program has no expiration date and replaced a previous stock repurchase program which was approved 
on February 17, 2011. The previous program authorized us to repurchase up to $50.0 million of our 
common stock and was increased by $50.0 million on August 18, 2011. Any repurchases will be made 
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through open market transactions. The timing and the amount of any repurchases will be determined 
by management under parameters established by our Board of Directors, based on its evaluation of our 
stock price, market conditions and other corporate considerations. During 2012, we paid approximately 
$29.4 million to repurchase 1,786,855 shares of our common stock and we had $70.6 million remaining 
under our authorized stock repurchase program as of December 25, 2012. 


We paid cash dividends of $24.5 million in 2012. On November 15, 2012 and December 10, 2012, 
our Board of Directors authorized the payment of a regular quarterly cash dividend of $0.09 per share 
of common stock and an additional cash dividend of $0.10 per share of common stock to shareholders 
of record at the close of business on December 12, 2012 and December 21, 2012, respectively. These 
payments were distributed on December 28, 2012. The declared dividends are included as a liability on 
our consolidated balance sheet as of December 25, 2012. Additionally, on February 14, 2013, our Board 
of Directors authorized the payment of a quarterly cash dividend of $0.12 per share of common stock. 
This payment will be distributed on March 29, 2013 to shareholders of record at the close of business 
on March 13, 2013. The increase in the dividend per share amount reflects the increase in our regular 
annual dividend rate from $0.36 per share in 2012 to $0.48 per share in 2013. The declaration and 
payment of cash dividends on our common stock is at the discretion of our Board of Directors, and any 
decision to declare a dividend will be based on a number of factors, including, but not limited to, 
earnings, financial condition, applicable covenants under our credit facility and other contractual 
restrictions, or other factors deemed relevant. 


We paid distributions of $2.7 million and $2.3 million to equity holders of 14 of our majority- 
owned company restaurants in 2012 and 11 of our majority-owned company restaurants in 2011, 
respectively. In 2010, we paid $2.2 million to equity holders of 10 of our majority-owned company 
restaurants. 


On August 12, 2011, we entered into a $200.0 million five-year revolving credit facility with a 
syndicate of commercial lenders led by JP Morgan Chase Bank, N.A., PNC Bank, N.A., and Wells 
Fargo, N.A. This facility replaced our previous five-year revolving credit facility. The facility expires on 
August 12, 2016. The terms of the facility require us to pay interest on outstanding borrowings at the 
London Interbank Offered Rate (“LIBOR’) plus a margin of 0.875% to 1.875%, depending on our 
leverage ratio, or the Alternate Base Rate, which is the higher of the issuing bank’s prime lending rate, 
the Federal Funds rate plus 0.50% or the Adjusted Eurodollar Rate for a one month interest period on 
such day plus 1.0%. We are also required to pay a commitment fee of 0.150% to 0.350% per year on 
any unused portion of the facility, depending on our leverage ratio. The weighted-average interest rate 
for the revolver at December 25, 2012 and December 27, 2011 was 3.96% and 3.20%, respectively, 
including interest rate swaps. At December 25, 2012, we had $50.0 million of outstanding borrowing 
under our credit facility and $145.3 million of availability net of $4.7 million of outstanding letters of 
credit At December 27, 2011, we had $60.0 million of outstanding borrowing under our credit facility 
and $136.2 million of availability net of $3.8 million of outstanding letters of credit. 


The lenders’ obligation to extend credit under the facility depends on us maintaining certain 
financial covenants, including a minimum consolidated fixed charge coverage ratio of 2.00 to 1.00 and a 
maximum consolidated leverage ratio of 3.00 to 1.00. The credit facility permits us to incur additional 
secured or unsecured indebtedness outside the facility, except for the incurrence of secured 
indebtedness that in the aggregate exceeds 20% of our consolidated tangible net worth or 
circumstances where the incurrence of secured or unsecured indebtedness would prevent us from 
complying with our financial covenants. We were in compliance with all covenants as of December 25, 
2012. 


In addition to the amounts outstanding from our credit facility, we had various other notes payable 
totaling $1.5 million and $1.7 million at December 25, 2012 and December 27, 2011, respectively, with 
interest rates ranging from 10.46% to 10.80%. Each of these notes relate to the financing of specific 
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restaurants. Our total weighted average effective interest rate at December 25, 2012 and December 27, 
2011 was 4.15% and 3.40%, respectively. 


On October 22, 2008, we entered into an interest rate swap, starting on November 7, 2008, with a 
notional amount of $25.0 million to hedge a portion of the cash flows of our variable rate credit 
facility. We have designated the interest rate swap as a cash flow hedge of our exposure to variability in 
future cash flows attributable to interest payments on a $25.0 million tranche of floating rate debt 
borrowed under our revolving credit facility. Under the terms of the swap, we pay a fixed rate of 3.83% 
on the $25.0 million notional amount and receive payments from the counterparty based on the 
1-month LIBOR for a term ending on November 7, 2015, effectively resulting in a fixed rate LIBOR 
component of the $25.0 million notional amount. Our counterparty in the interest rate swap is JP 
Morgan Chase Bank, N.A. 


On January 7, 2009, we entered into another interest rate swap, starting on February 7, 2009, with 
a notional amount of $25.0 million to hedge a portion of the cash flows of our variable rate credit 
facility. We have designated the interest rate swap as a cash flow hedge of our exposure to variability in 
future cash flows attributable to interest payments on a $25.0 million tranche of floating rate debt 
borrowed under our revolving credit facility. Under the terms of the swap, we pay a fixed rate of 2.34% 
on the $25.0 million notional amount and receive payments from the counterparty based on the 
1-month LIBOR rate for a term ending on January 7, 2016, effectively resulting in a fixed rate LIBOR 
component of the $25.0 million notional amount. Our counterparty in this interest rate swap is JP 
Morgan Chase Bank, N.A. 


Contractual Obligations 


The following table summarizes the amount of payments due under specified contractual 
obligations as of December 25, 2012: 


Payments Due by Period 











Less than More than 
Total 1 year 1-3 Years 3-5 Years 5 years 
(in thousands) 
Long-term debt obligations ................ $ 51,473 $ 229 $ 537 $50,316 $ 391 
Capital lease obligations................... 129 109 20 — — 
Interest())s scccwnacder ciate sed ewe bee ees 7,096 1,945 3,794 1,311 46 
Operating lease obligations ................ 213,477 25,866 48,411 41,938 97,262 
Capital obligations...................000, 73,203 73,203 — — — 
Total contractual obligations(2).............. $345,378 $101,352 $52,762 $93,565 $97,699 











(1) Assumes constant rate until maturity for our fixed and variable rate debt and capital lease 
obligations. Uses interest rates as of December 25, 2012 for our variable rate debt. Interest 
payments on our variable-rate revolving credit facility balance at December 25, 2012 are calculated 
based on the assumption that debt relating to the interest rate swaps covering notional amounts 
totaling $50.0 million remains outstanding until the expiration of the respective swap arrangements. 
The interest rates used in determining interest payments to be made under the interest rate swap 
agreements were determined by taking the applicable fixed rate of each swap plus the 0.50% 
margin, which was in effect as of December 25, 2012. 


(2) Unrecognized tax benefits under Accounting Standards Codification (“ASC”) 740 are immaterial 
and, therefore, are excluded from this amount. 


The Company has no material minimum purchase commitments with its vendors that extend 
beyond a year. See notes 4 and 7 to the Consolidated Financial Statements for details of contractual 
obligations. 


49 


Off-Balance Sheet Arrangements 


Except for operating leases (primarily restaurant leases), we do not have any off-balance sheet 
arrangements. 


Guarantees 


We entered into real estate lease agreements for franchise restaurants located in Everett, MA, 
Longmont, CO, Montgomeryville, PA, Fargo, ND and Logan, UT prior to our granting franchise rights 
for those restaurants. We have subsequently assigned the leases to the franchisees, but we remain 
contingently liable if a franchisee defaults under the terms of a lease. The Longmont lease expires in 
May 2014, the Everett lease expires in February 2018, the Montgomeryville lease expires in March 
2021, the Fargo lease expires in July 2016 and the Logan lease expires on August 2019. As the fair 
value of these guarantees is not considered significant, no liability has been recorded. 


Recent Accounting Pronouncements 


Comprehensive Income 
(ASU 2011-05) 


In June 2011, the FASB issued ASU 2011-05, Presentation of Comprehensive Income. ASU 2011-05 
eliminates the option to present the components of other comprehensive income as part of the 
statement of changes in stockholders’ equity, which was our presentation, and also requires 
presentation of reclassification adjustments from other comprehensive income to net income on the 
face of the financial statements. In December 2011, the FASB issued ASU 2011-12, Deferral of the 
Effective Date for Amendments to the Presentation of Reclassifications of Items Out of Accumulated Other 
Comprehensive Income in ASU 2011-05, to defer the effective date of the specific requirement to 
present items that are reclassified out of accumulated comprehensive income to net income alongside 
their respective components of net income and other comprehensive income. All other provisions of 
this update are effective for annual and interim reporting periods beginning after December 15, 2011 
(our 2012 fiscal year). The adoption of this new guidance had no impact on our consolidated financial 
position, results of operations or cash flows, though it changed our financial statement presentation. 


Goodwill and Other Intangibles 
(ASU 2011-08) 


In September 2011, the FASB issued ASU 2011-08, Intangibles—Goodwill and Other, Testing 
Goodwill for Impairment, which permits an entity to make a qualitative assessment of whether it is more 
likely than not that a reporting unit’s fair value is less than its carrying value before applying the 
two-step goodwill impairment model that is currently in place. If it is determined through the 
qualitative assessment that a reporting unit’s fair value is more likely than not greater than its carrying 
value, the remaining impairment steps would be unnecessary. The qualitative assessment is optional, 
allowing companies to go directly to the quantitative assessment. This update is effective for annual and 
interim goodwill impairment tests performed in fiscal years beginning after December 15, 2011 (our 
2012 fiscal year). The adoption of this new guidance had no impact on the content of our financial 
statements or disclosures. 
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Critical Accounting Policies and Estimates 


The above discussion and analysis of our financial condition and results of operations are based 
upon our Consolidated Financial Statements, which have been prepared in accordance with U.S. 
generally accepted accounting principles. The preparation of these financial statements requires us to 
make estimates and judgments that affect the reported amounts of assets, liabilities, revenue and 
expenses, and disclosures of contingent assets and liabilities. Our significant accounting policies are 
described in note 2 to the accompanying Consolidated Financial Statements. Critical accounting policies 
are those that we believe are most important to portraying our financial condition and results of 
operations and also require the greatest amount of subjective or complex judgments by management. 
Judgments or uncertainties regarding the application of these policies may result in materially different 
amounts being reported under different conditions or using different assumptions. We consider the 
following policies to be the most critical in understanding the judgments that are involved in preparing 
the consolidated financial statements. 


Impairment of Long-lived Assets. We evaluate our long-lived assets for impairment at the 
individual restaurant level when events or circumstances indicate that the carrying amount of a 
restaurant may not be recoverable. When we evaluate restaurants, cash flows are the primary indicator 
of impairment. Our evaluation requires an estimation of the future undiscounted cash flows from 
operating the restaurant over its estimated useful life, which can be for a period of over 20 years. In 
the estimation of future cash flows, we consider the period of time the restaurant has been open, the 
trend of operations over such period and future periods and expectations for future sales growth. We 
limit assumptions about important factors such as trend of future operations and sales growth to those 
that are supportable based upon our plans for the restaurant and actual results at comparable 
restaurants. Both qualitative and quantitative information are considered when evaluating for potential 
impairments. As we assess the ongoing expected cash flows and carrying amounts of our long-lived 
assets, these factors could cause us to realize a material impairment charge. 


If assets are determined to be impaired, we measure the impairment charge by calculating the 
amount by which the asset carrying amount exceeds its fair value. The determination of asset fair value 
is also subject to significant judgment. We generally measure estimated fair value by discounting 
estimated future cash flows or by independent third party appraisal, if available. When fair value is 
measured by discounting estimated future cash flows, the assumptions used are consistent with what we 
believe hypothetical market participants would use. We also use a discount rate that is commensurate 
with the risk inherent in the projected cash flows. If these assumptions change in the future, we may be 
required to record impairment charges for these assets. 


See note 15 in the Consolidated Financial Statements for further discussion regarding closures and 
impairments recorded in 2012, 2011 and 2010, including the impairments of goodwill and other 
long-lived assets. 


Goodwill. Goodwill is tested annually for impairment, and is tested more frequently if events and 
circumstances indicate that the asset might be impaired. We have assigned goodwill to the reporting 
unit, which we consider to be the individual restaurant level. An impairment loss is recognized to the 
extent that the carrying amount exceeds the implied fair value of goodwill. The determination of 
impairment consists of two steps. First, we determine the fair value of the reporting unit and compare 
it to its carrying amount. The fair value of the reporting unit may be based on several valuation 
approaches including capitalization of earnings, discounted cash flows, comparable public company 
market multiples and comparable acquisition market multiples. Second, if the carrying amount of the 
reporting unit exceeds its fair value, an impairment loss is recognized for any excess of the carrying 
amount of the reporting unit’s goodwill over the implied fair value of the goodwill. The implied fair 
value of goodwill is determined by allocating the fair value of the reporting unit, in a manner similar to 
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a purchase price allocation. The residual fair value after this allocation is the implied fair value of the 
reporting unit goodwill. 


The valuation approaches used to determine fair value are subject to key judgments and 
assumptions that are sensitive to change such as our appropriate revenue growth rates, operating 
margins, weighted average cost of capital, and comparable company and acquisition market multiples. 
In estimating the fair value using the discounted cash flows or the capitalization of earnings method we 
consider the period of time the restaurant has been open, the trend of operations over such period and 
future periods, expectations of future sales growth and terminal value. Assumptions about important 
factors such as trend of future operations and sales growth are limited to those that are supportable 
based upon the plans for the restaurant and actual results at comparable restaurants. When developing 
these key judgments and assumptions, we consider economic, operational and market conditions that 
could impact our fair value. The judgments and assumptions used are consistent with what we believe 
hypothetical market participants would use. However, estimates are inherently uncertain and represent 
only our reasonable expectations regarding future developments. If the estimates used in performing 
the impairment test prove inaccurate, the fair value of the restaurants may ultimately prove to be 
significantly lower, thereby causing the carrying value to exceed the fair value and indicating 
impairment has occurred. 


At December 25, 2012, we had 62 reporting units, primarily at the restaurant level, with allocated 
goodwill of $110.7 million. The average amount of goodwill associated with each reporting unit is 
$1.8 million with six reporting units having goodwill in excess of $4.0 million. Based on our estimate of 
fair value, we are currently monitoring five restaurants with total goodwill of $19.7 million for potential 
impairment. Since we determine the fair value of goodwill at the restaurant level, any significant 
decreases in cash flows at these restaurants or others could trigger an impairment charge in the future. 
The fair value of each of our other reporting units was substantially in excess of their respective 
carrying values as of the 2012 goodwill impairment test. See note 15 in the Consolidated Financial 
Statements for further discussion regarding closures and impairments recorded in 2012, 2011 and 2010, 
including the impairments of goodwill and other long-lived assets. 


Insurance Reserves. We self-insure a significant portion of expected losses under our workers 
compensation, general liability, employment practices liability and property insurance programs. In 
addition, starting in fiscal 2011, we self-insure a significant portion of expected losses under our 
employee healthcare insurance program. We purchase insurance for individual claims that exceed the 
amounts listed below: 


Employment practices liability ........ 0.0.0.0... 00.00.0000... 008. $250,000 
Workers: COMpPCNSALION... + scisiowen acc Ra ke, Da ke Pw bh aaeaek he Sue ars $250,000 
General liability. ..¢4c05 8 ¢s4 5408 8 Se Sees BY EtA GES Rew Dawes MES $250,000 
IPLOPETLY a a uaspavatttigtivis Gases ab trerataiunat? a GA eae Sie ae eaet aan s $ 50,000 
Employee healthcare 5 po0¢024 sess e00eeeee05s 40604 5es 40 004505 $150,000 


We record a liability for unresolved claims and for an estimate of incurred but not reported claims 
at the anticipated cost to us based on estimates provided by management, a third party administrator 
and/or an actuary. Our estimated liability is based on a number of assumptions and factors regarding 
economic conditions, the frequency and severity of claims and claim development history and 
settlement practices. An increase or decrease in the discount rate of 100 basis points would change the 
reserve, and resulting expense, by an immaterial amount. We also monitor actuarial observations of 
historical claim development for the industry. Our assumptions are reviewed, monitored, and adjusted 
when warranted by changing circumstances. 


Income Taxes. We account for income taxes in accordance with ASC 740 under which deferred 
assets and liabilities are recognized based upon anticipated future tax consequences attributable to 
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differences between financial statement carrying values of assets and liabilities and their respective tax 
bases. A valuation allowance is established to reduce the carrying value of deferred tax assets if it is 
considered more likely than not that such assets will not be realized. Any change in the valuation 
allowance would be charged to income in the period such determination was made. 


Uncertain tax positions are accounted for under FASB ASC 740. FASB ASC 740 requires that a 
position taken or expected to be taken in a tax return be recognized in the financial statements when it 
is more likely than not (i.e., a likelihood of more than fifty percent) that the position would be 
sustained upon examination by tax authorities that have full knowledge of all relevant information. A 
recognized tax position is then measured at the largest amount of benefit that is greater than fifty 
percent likely of being realized upon settlement. 


Leases and Leasehold Improvements. We lease land, buildings and/or certain equipment for the 
majority of our restaurants under non-cancelable lease agreements. Our land and building leases 
typically have initial terms ranging from 10 to 15 years, and certain renewal options for one or more 
five-year periods. We account for leases in accordance with ASC 840, Leases, and other related 
authoritative guidance. When determining the lease term, we include option periods for which failure 
to renew the lease imposes a penalty on us in such an amount that a renewal appears, at the inception 
of the lease, to be reasonably assured. The primary penalty to which we are subject is the economic 
detriment associated with the existence of leasehold improvements which might become impaired if we 
choose not to continue the use of the leased property. 


Certain of our operating leases contain predetermined fixed escalations of the minimum rent 
during the original term of the lease. For these leases, we recognize the related rent expense on a 
straight-line basis over the lease term and record the difference between the amounts charged to 
operations and amounts paid as deferred rent. We generally do not receive rent concessions or 
leasehold improvement incentives upon opening a restaurant that is subject to a lease. We may receive 
rent holidays, which would begin on the possession date and end when the lease commences, during 
which no cash rent payments are typically due under the terms of the lease. Rent holidays are included 
in the lease term when determining straight-line rent expense. 


Additionally, certain of our operating leases contain clauses that provide for additional contingent 
rent based on a percentage of sales greater than certain specified target amounts. We recognize 
contingent rent expense prior to the achievement of the specified target that triggers the contingent 
rent, provided achievement of the target is considered probable. This may result in some variability in 
rent expense as a percentage of revenues over the term of the lease in restaurants where we pay 
contingent rent. 


The judgment regarding the probable term for each restaurant property lease impacts the 
classification and accounting for a lease as capital or operating, the rent holiday and/or escalation in 
payments that are taken into consideration when calculating straight-line rent and the term over which 
leasehold improvements for each restaurant are amortized. The material factor we consider when 
making this judgment is the total amount invested in the restaurant at the inception of the lease and 
whether management believes that renewal appears reasonably assured. While a different term may 
produce materially different amounts of depreciation, amortization and rent expense than reported, our 
historical lease renewal rates support the judgments made. We have not made any changes to the 
nature of the assumptions used to account for leases in any of the fiscal years presented in our 
consolidated financial statements. 


In an exposure draft issued in 2010, the FASB, together with the International Accounting 
Standards Board, has proposed a comprehensive set of changes in Generally Accepted Accounting 
Policies (“GAAP”) for leases. We are continuing to monitor the FASB and International Accounting 
Standards Board’s activities regarding leases and will disclose expected impacts on our business and 
financial statements as rules are finalized. 
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Effects of Inflation 


We have not operated in a period of high general inflation for the last several years; however, we 
have experienced material increases in certain commodity costs, specifically beef. In addition, a 
significant number of our team members are paid at rates related to the federal and/or state minimum 
wage and, accordingly, increases in minimum wage have increased our labor costs for the last several 
years. We have increased menu prices and made other adjustments over the past few years, in an effort 
to offset increases in our restaurant and operating costs resulting from inflation. Whether we are able 
and/or choose to continue to offset the effects of inflation will determine to what extent, if any, 
inflation affects our restaurant profitability in future periods. 


ITEM 7A—QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 


We are exposed to market risk from changes in interest rates on debt and changes in commodity 
prices. Our exposure to interest rate fluctuations is limited to our outstanding bank debt. The terms of 
the facility require us to pay interest on outstanding borrowings at London Interbank Offering Rate 
(“LIBOR’”) plus a margin of 0.875% to 1.875%, depending on our leverage ratio, or the Alternate Base 
Rate, which is the higher of the issuing bank’s prime lending rate, the Federal Funds rate plus 0.50% 
or the Adjusted Eurodollar Rate for a one month interest period on such day plus 1.0%. At 
December 25, 2012, there was $50.0 million in outstanding borrowings under our revolving line of 
credit, which bears interest at approximately 87.5 to 187.5 basis points (depending on our leverage 
ratios) over LIBOR. We had various other notes payable totaling $1.5 million with fixed interest rates 
ranging from 10.46% to 10.80%. 


On October 22, 2008, we entered into an interest rate swap, which started on November 7, 2008, 
with a notional amount of $25.0 million to hedge a portion of the cash flows of our variable rate credit 
facility. We have designated the interest rate swap as a cash flow hedge of our exposure to variability in 
future cash flows attributable to interest payments on a $25.0 million tranche of floating rate debt 
borrowed under our revolving credit facility. Under the terms of the swap, we pay a fixed rate of 3.83% 
on the $25.0 million notional amount and receive payments from the counterparty based on the 
1-month LIBOR rate for a term ending on November 7, 2015, effectively resulting in a fixed rate on 
the LIBOR component of the $25.0 million notional amount. 


On January 7, 2009, we entered into another interest rate swap, starting February 7, 2009, with a 
notional amount of $25.0 million to hedge a portion of the cash flows of our variable rate credit 
facility. We have designated the interest rate swap as a cash flow hedge of our exposure to variability in 
future cash flows attributable to interest payments on a $25.0 million tranche of floating rate debt 
borrowed under our revolving credit facility. Under the terms of the swap, we pay a fixed rate of 2.34% 
on the $25.0 million notional amount and receive payments from the counterparty based on the 
1-month LIBOR rate for a term ending on January 7, 2016, effectively resulting in a fixed rate LIBOR 
component of the $25.0 million notional amount. 


By using a derivative instrument to hedge exposures to changes in interest rates, we expose 
ourselves to credit risk. Credit risk is the failure of the counterparty to perform under the terms of the 
derivative contract. We minimize the credit risk by entering into transactions with high-quality 
counterparties whose credit rating is evaluated on a quarterly basis. Our counterparty in the interest 
rate swap is JP Morgan Chase Bank, N.A. 


Many of the ingredients used in the products sold in our restaurants are commodities that are 
subject to unpredictable price volatility. Currently, we do not utilize fixed price contracts for certain 
commodities such as produce and certain dairy products, therefore, we are subject to prevailing market 
conditions when purchasing those types of commodities. For other commodities, we employ various 
purchasing and pricing contract techniques in an effort to minimize volatility, including fixed price 
contracts for terms of one year or less and negotiating prices with vendors with reference to fluctuating 
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market prices. We currently do not use financial instruments to hedge commodity prices, but we will 
continue to evaluate their effectiveness. Extreme and/or long term increases in commodity prices could 
adversely affect our future results, especially if we are unable, primarily due to competitive reasons, to 
increase menu prices. Additionally, if there is a time lag between the increasing commodity prices and 
our ability to increase menu prices or if we believe the commodity price increase to be short in 
duration and we choose not to pass on the cost increases, our short-term financial results could be 
negatively affected. 


We are subject to business risk as our beef supply is highly dependent upon four vendors. If these 
vendors were unable to fulfill their obligations under their contracts, we may encounter supply 
shortages and incur higher costs to secure adequate supplies, any of which would harm our business. 


ITEM 8—FINANCIAL STATEMENTS AND SUPPLEMENTARY FINANCIAL DATA 


See Index to Consolidated Financial Statements at Item 15. 


ITEM 9—CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND 
FINANCIAL DISCLOSURE 


None. 


ITEM 9A—CONTROLS AND PROCEDURES 
Evaluation of disclosure controls and procedures 


We have evaluated the effectiveness of the design and operation of our disclosure controls and 
procedures pursuant to, and as defined in, Rules 13a-15(e) and 15d- 15(e) under the Securities 
Exchange Act of 1934, as amended, as of the end of the period covered by this report. Based on the 
evaluation, performed under the supervision and with the participation of our management, including 
the Chief Executive Officer (the “CEO”) and the Chief Financial Officer (the ““CFO’’), our 
management, including the CEO and CFO, concluded that our disclosure controls and procedures were 
effective as of December 25, 2012. 


Changes in internal control 


During the fourth quarter of 2012, there were no changes with respect to our internal control over 
financial reporting that materially affected, or are reasonably likely to materially affect, our internal 
control over financial reporting. 


Management’s Report on Internal Control over Financial Reporting 


Under Section 404 of the Sarbanes-Oxley Act of 2002, our management is required to assess the 
effectiveness of the Company’s internal control over financial reporting as of the end of each fiscal year 
and report, based on that assessment, whether the Company’s internal control over financial reporting 
is effective. 


Management of the Company is responsible for establishing and maintaining adequate internal 
control over financial reporting. As defined in Exchange Act Rule 13a-15(f), internal control over 
financial reporting is a process designed by, or under the supervision of, our principal executive and 
principal financial officer and effected by our board of directors, management and other personnel, to 
provide reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statements for external purposes in accordance with generally accepted accounting principles. 
Therefore, internal control over financial reporting determined to be effective can provide only 
reasonable assurance with respect to financial statement preparation and may not prevent or detect all 
misstatements. 


D2 


Under the supervision and with the participation of our management, including our CEO and 
CFO, we assessed the effectiveness of the Company’s internal control over financial reporting as of the 
end of the period covered by this report. In this assessment, the Company applied criteria based on the 
“Internal Control—Integrated Framework” issued by the Committee of Sponsoring Organizations of 
the Treadway Commission. These criteria are in the areas of control environment, risk assessment, 
control activities, information and communication, and monitoring. The Company’s assessment included 
documenting, evaluating and testing the design and operating effectiveness of its internal control over 
financial reporting. Based upon this evaluation, our management concluded that our internal control 
over financial reporting was effective as of December 25, 2012. 


KPMG LLP, the independent registered public accounting firm that audited our Consolidated 
Financial Statements included in the Annual Report on Form 10-K, has also audited the effectiveness 
of the Company’s internal control over financial reporting as of December 25, 2012 as stated in their 
report at F-2. 


ITEM 9B—OTHER INFORMATION 


None. 
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PART III 
ITEM 10—DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE 


Information regarding the directors of the Company is incorporated herein by reference to the 
information set forth under “Election of Directors” in the Proxy Statement for the 2013 Annual 
Meeting of Stockholders. 


Information regarding executive officers of the Company has been included in Part I of this 
Annual Report under the caption “Executive Officers of the Company.” 


Information regarding corporate governance of the Company is incorporated herein by reference 
to the information set forth in the Proxy Statement for the 2013 Annual Meeting of Stockholders. 
ITEM 11—EXECUTIVE COMPENSATION 

Incorporated by reference from the Company’s Definitive Proxy Statement to be dated 
approximately April 5, 2013. 

ITEM 12—SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT 
AND RELATED STOCKHOLDER MATTERS 

Incorporated by reference from the Company’s Definitive Proxy Statement to be dated 
approximately April 5, 2013. 

ITEM 13—CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR 
INDEPENDENCE 

Incorporated by reference from the Company’s Definitive Proxy Statement to be dated 
approximately April 5, 2013. 

ITEM 14—PRINCIPAL ACCOUNTING FEES AND SERVICES 


Incorporated by reference from the Company’s Definitive Proxy Statement to be dated 
approximately April 5, 2013. 
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PART IV 
ITEM 15—EXHIBITS, FINANCIAL STATEMENT SCHEDULES 
(a) 1. Consolidated Financial Statements 


Page Number 


Description in Report 
Reports of Independent Registered Public Accounting Firm ..................000. F-1 
Consolidated Balance Sheets as of December 25, 2012 and December 27, 2011 ........ F-3 
Consolidated Statements of Income and Comprehensive Income for the years ended 

December 25, 2012, December 27, 2011 and December 28, 2010 ................. F-4 
Consolidated Statements of Stockholders’ Equity for the years ended December 25, 2012, 

December 27, 2011 and December 28, 2010 ... 0... ... ee ens F-5 
Consolidated Statements of Cash Flows for the years ended December 25, 2012, 

December 27, 2011 and December 28, 2010 ........ 0... es F-6 
Notes to Consolidated Financial Statements ..........0 0.00.00 cee ee ee eee F-7 


2. Financial Statement Schedules 


Omitted due to inapplicability or because required information is shown in the Company’s 
Consolidated Financial Statements or notes thereto. 


3. Exhibits 


Exhibit No. Description 





3.1 Form of Amended and Restated Certificate of Incorporation of Registrant (incorporated by 
reference to Exhibit 3.2 to the Registration Statement on Form S-1 of Registrant (File 
No. 333-115259)) 


3.2 Bylaws of Registrant (incorporated by reference to Exhibit 3.3 to the Registration 
Statement on Form S-1 of Registrant (File No. 333-115259)) 


4.1 Registration Rights Agreement, dated as of May 7, 2004, among Registrant and others 
(incorporated by reference to Exhibit 4.3 to the Registration Statement on Form S-1 of 
Registrant (File No. 333-115259)) 


10.1* Texas Roadhouse, Inc. 2004 Equity Incentive Plan (incorporated by reference to Exhibit 4.1 
to the Registration Statement on Form S-8 of Registrant (File No. 333-121241)) 


10.3 Form of Director and Executive Officer Indemnification Agreement (incorporated by 
reference to Exhibit 10.9 to the Registration Statement on Form S-1 of Registrant (File 
No. 333-115259)) 


10.4 Form of Limited Partnership Agreement and Operating Agreement for company-managed 
Texas Roadhouse restaurants, including schedule of the owners of such restaurants and the 
interests held by directors, executive officers and 5% stockholders who are parties to such 
an agreement (incorporated by reference to Exhibit 10.10 to the Registration Statement on 
Form S-1 of Registrant (File No. 333-115259)) 


10.5 Lease Agreement dated as of November 1999, by and between TEAS II, LLC and Texas 
Roadhouse Holdings LLC (incorporated by reference to Exhibit 10.13 to the Registration 
Statement on Form S-1 of Registrant (File No. 333-115259)) 
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Exhibit No. 


Description 





10.6 


10.7 


10.8 


10.19* 


10.20* 


10.21* 


10.33* 


10.34* 


10.35* 


10.36* 


10.37* 


10.38* 


Form of Franchise Agreement and Preliminary Agreement for a Texas Roadhouse 
restaurant franchise, including schedule of directors, executive officers and 5% stockholders 
which have entered into either agreement (incorporated by reference to Exhibit 10.14 to 
the Registration Statement on Form S-1 of Registrant (File No. 333-115259)) 


Updated schedule as of December 25, 2012 of the owners of company-managed Texas 
Roadhouse restaurants and the interests held by directors, executive officers and 5% 
stockholders who are parties to Limited Partnership Agreements and Operating 
Agreements as set forth at Exhibit 10.4 of this Form 10-K 


Updated schedule as of December 25, 2012 of the directors, executive officers and 5% 
stockholders which have entered into Franchise Agreements or Preliminary Agreements for 
a Texas Roadhouse Franchise as set forth at Exhibit 10.6 of this Form 10-K 


Form of Restricted Stock Unit Award Agreement (incorporated by reference to 
Exhibit 10.19 of Registrant’s Annual Report on Form 10-K for the year ended 
December 25, 2007 (File No. 000-50972)) 


Form of First Amendment to Restricted Stock Unit Award Agreement with 
non-management directors (incorporated by reference to Exhibit 10.20 of Registrant’s 
Annual Report on Form 10-K for the year ended December 30, 2008 (File No. 000-50972)) 


Amendment to Texas Roadhouse, Inc. 2004 Equity Incentive Plan (incorporated by 
reference to Exhibit 10.21 of Registrant’s Annual Report on Form 10-K for the year ended 
December 30, 2008 (File No. 000-50972)) 


Amended and Restated Employment Agreement between Registrant and G. Price Cooper, 
IV entered into as of January 8, 2010 (incorporated by reference to Exhibit 10.33 to 
Registrant’s Current Report on Form 8-K dated August 18, 2011 (File No. 000-50972)) 


Letter Agreement between Texas Roadhouse, Inc. and G.J. Hart entered into on August 22, 
2011, effective as of August 17, 2011 (incorporated by reference to Exhibit 10.34 to 
Registrant’s Current Report on Form 8-K dated August 23, 2011 (File No. 000-50972)) 


Amended and Restated Employment Agreement between Registrant and W. Kent Taylor, 
entered into as of January 8, 2012 (incorporated by reference to Exhibit 10.35 to the 
Registrant’s Annual Report on Form 10-K for the year ended December 27, 2011 (File 
No. 000-50972)) 


Amended and Restated Employment Agreement between Registrant and Scott M. Colosi, 
entered into as of January 8, 2012 (incorporated by reference to Exhibit 10.36 to the 
Registrant’s Annual Report on Form 10-K for the year ended December 27, 2011 (File 
No. 000-50972)) 


Amended and Restated Employment Agreement between Registrant and Steven L. Ortiz, 
entered into as of January 8, 2012 (incorporated by reference to Exhibit 10.37 to the 
Registrant’s Annual Report on Form 10-K for the year ended December 27, 2011 (File 
No. 000-50972)) 


Amended and Restated Employment Agreement between Registrant and G. Price Cooper, 
IV, entered into as of January 8, 2012 (incorporated by reference to Exhibit 10.38 to the 
Registrant’s Annual Report on Form 10-K for the year ended December 27, 2011 (File 
No. 000-50972)) 
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Exhibit No. 


Description 





10.39* 


Amended and Restated Employment Agreement between Registrant and Jill Marchant, 
entered into as of January 8, 2012 (incorporated by reference to Exhibit 10.39 to the 
Registrant’s Annual Report on Form 10-K for the year ended December 27, 2011 (File 
No. 000-50972)) 


List of Subsidiaries 
Consent of KPMG LLP, Independent Registered Public Accounting Firm 


Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act 
of 2002 


Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act 
of 2002 


Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted 
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 


Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted 
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 


The following financial statements from the Texas Roadhouse, Inc. Annual Report on 
Form 10-K for the year ended December 25, 2012, filed February 22, 2013, formatted in 
eXtensible Business Reporting Language (XBRL): (i) Consolidated Balance Sheets, 

(ii) Consolidated Statements of Income, (iii) Consolidated Statements of Stockholders’ 
Equity and Comprehensive Income, (iv) Consolidated Statements of Cash Flows, and 
(v) the Notes to the Consolidated Financial Statements. 





2 


Management contract or compensatory plan or arrangement required to be filed as an exhibit to 


Form 10-K. 
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SIGNATURES 


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, as 
amended, the registrant has duly caused this report to be signed on its behalf by the undersigned, 


thereunto duly authorized. 


TEXAS ROADHOUSE, INC. 


By: /s/ W. KENT TAYLOR 





W. KENT TAYLOR 
Chairman of the Company, Chief Executive 
Officer, Director 


Date: February 22, 2013 


Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this Annual 
Report has been signed below by the following persons on behalf of the registrant and in the capacities 


and on the dates indicated. 


Signature 


/s/ W. KENT TAYLOR 





W. Kent Taylor 


/s/ G. PRICE COOPER, IV 





G. Price Cooper, IV 


/s/ GREGORY N. MOORE 





Gregory N. Moore 


/s/ MARTIN T. HART 





Martin T. Hart 


/s/ JAMES F. PARKER 





James F. Parker 


/s/ JAMES R. RAMSEY 





James R. Ramsey 


/s/ JAMES R. ZARLEY 





James R. Zarley 


Title Date 








Chairman of the Company, Chief 
Executive Officer, Director February 22, 2013 
(Principal Executive Officer) 


Chief Financial Officer 
(Principal Financial Officer and February 22, 2013 
Principal Accounting Officer) 


Director 


Director 


Director 


Director 


Director 
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February 22, 2013 


February 22, 2013 


February 22, 2013 


February 22, 2013 


February 22, 2013 
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Report of Independent Registered Public Accounting Firm 


The Board of Directors and Stockholders 
Texas Roadhouse, Inc.: 


We have audited the accompanying consolidated balance sheets of Texas Roadhouse, Inc. and 
subsidiaries (the “Company” as of December 25, 2012 and December 27, 2011, and the related 
consolidated statements of income and comprehensive income, stockholders’ equity, and cash flows for 
each of the years in the three-year period ended December 25, 2012. These consolidated financial 
statements are the responsibility of the Company’s management. Our responsibility is to express an 
opinion on these consolidated financial statements based on our audits. 


We conducted our audits in accordance with the standards of the Public Company Accounting 
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement. An 
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall financial statement presentation. We 
believe that our audits provide a reasonable basis for our opinion. 


In our opinion, the consolidated financial statements referred to above present fairly, in all 
material respects, the financial position of Texas Roadhouse, Inc. and subsidiaries as of December 25, 
2012 and December 27, 2011, and the results of their operations and their cash flows for each of the 
years in the three-year period ended December 25, 2012, in conformity with U.S. generally accepted 
accounting principles. 


We also have audited, in accordance with the standards of the Public Company Accounting 
Oversight Board (United States), Texas Roadhouse, Inc.’s internal control over financial reporting as of 
December 25, 2012, based on criteria established in Internal Control—Integrated Framework issued by 
the Committee of Sponsoring Organizations of the Treadway Commission (COSO), and our report 
dated February 22, 2013 expressed an unqualified opinion on the effectiveness of the Company’s 
internal control over financial reporting. 


/s/ KPMG LLP 


Louisville, Kentucky 
February 22, 2013 
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Report of Independent Registered Public Accounting Firm 


The Board of Directors and Stockholders 
Texas Roadhouse, Inc.: 


We have audited the internal control over financial reporting of Texas Roadhouse, Inc. as of 
December 25, 2012 based on criteria established in Internal Control—Integrated Framework issued by the 
Committee of Sponsoring Organizations of the Treadway Commission (COSO). Texas Roadhouse, Inc.’s 
management is responsible for maintaining effective internal control over financial reporting and for its 
assessment of the effectiveness of internal control over financial reporting, included in the 
accompanying Management’s Report on Internal Control over Financial Reporting appearing under 
Item 9A. Our responsibility is to express an opinion on Texas Roadhouse Inc.’s internal control over 
financial reporting based on our audit. 


We conducted our audit in accordance with the standards of the Public Company Accounting 
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether effective internal control over financial reporting was maintained 
in all material respects. Our audit included obtaining an understanding of internal control over 
financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the 
design and operating effectiveness of internal control based on the assessed risk. Our audit also 
included performing such other procedures as we considered necessary in the circumstances. We believe 
that our audit provides a reasonable basis for our opinion. 


A company’s internal control over financial reporting is a process designed to provide reasonable 
assurance regarding the reliability of financial reporting and the preparation of financial statements for 
external purposes in accordance with generally accepted accounting principles. A company’s internal 
control over financial reporting includes those policies and procedures that (1) pertain to the 
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and 
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are 
recorded as necessary to permit preparation of financial statements in accordance with generally 
accepted accounting principles, and that receipts and expenditures of the company are being made only 
in accordance with authorizations of management and directors of the company; and (3) provide 
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or 
disposition of the company’s assets that could have a material effect on the financial statements. 


Because of its inherent limitations, internal control over financial reporting may not prevent or 
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject 
to the risk that controls may become inadequate because of changes in conditions, or that the degree 
of compliance with the policies or procedures may deteriorate. 


In our opinion, Texas Roadhouse, Inc. maintained, in all material respects, effective internal 
control over financial reporting as of December 25, 2012, based on criteria established in /nternal 
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway 
Commission (COSO). 


We also have audited, in accordance with the standards of the Public Company Accounting 
Oversight Board (United States), the consolidated balance sheets of Texas Roadhouse, Inc. and 
subsidiaries as of December 25, 2012 and December 27, 2011, and the related consolidated statements 
of income and comprehensive income, stockholders’ equity, and cash flows for each of the years in the 
three-year period ended December 25, 2012, and our report dated February 22, 2013 expressed an 
unqualified opinion on those consolidated financial statements. 


/s/ KPMG LLP 
Louisville, Kentucky 


February 22, 2013 
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Texas Roadhouse, Inc. and Subsidiaries 
Consolidated Balance Sheets 


(in thousands, except share and per share data) 


December 25, December 27, 





2012 2011 
Assets 
Current assets: 
Cash.and:cash equivalents: «: iii 52008 S60 4otddiw ae h2ehnae eye eke EC $ 81,746 $ 78,777 
Receivables, net of allowance for doubtful accounts of $22 in 2012 and $39 in 2011 ... 16,416 11,480 
ImVvenitonies; Met: 235.44 6 bee be alee Ga Cee ae eee ey SAREE 10,909 10,730 
Prepaid: COME TAKES i.e sich ois ace Stes es a ae So OW SR Eee ta eee ae Ae 3,374 575 
Prepaid: CXPENSeS: 24.5.5 5 ee Gia ee eee es HAE DEG CEA EGS SEES Yan eae 7,191 7,045 
Deferred tax assetS:x.2is.6 bien La bea ea ee ee ee Eee ee eS 2,836 3,367 
WOtalicurrent:assets: 4.54 be hawk he be eee Rete Made SGA eee ASS Ba 122,472 111,974 
Property and ‘equipment, net: ...3..5 6c ea eee OR SHEN Se Re 531,654 497,217 
GOOUWHLL 3.5. ake Son ale Ge gs,a0 aes & Bob die teh ad ch Seas, Ae ee A ee Ge ends Gy eee & 113,435 110,946 
Intansiblé assets; Mt 5. 4s :e nd dtc ate Sara ea be Tae eG Pee aa ee ee as 9,264 9,042 
COTHELASSCUS) ss fs aese. Halts arse Lee ates esc Ga cede avid teehee abs AGE, ah ay lone es he Brash ote oe ah cascada Sas cho anid wees ce 14,429 11,491 
Total aSSets: 6.020% eee ee a See hee eee eA SON CE SEE eee 3 $791,254 $740,670 
Liabilities and Stockholders’ Equity 
Current liabilities: 
Current maturities of long-term debt and obligations under capital leases .......... $ 338 $ 304 
ACCOUDTS PAaVADIE 5.545.555 Wo ae aise aes’ Ge desing W ensG Reed oR Sed sass an eR esemcm Bea es eae 32,374 32,744 
Deferred revenue—ilt Cards 2.0.66 cee eek Ree a Re Eee DERE Ra ees 53,041 44,058 
ACcrued Walls occ ts ee ad eos EE STS PERG BETES Ee eee ee SS 25,030 23,701 
Accriiedtaxes:.and lIGenseS oo. gead eb eee ee ad a ae Tw PRR AS Ge ORES 4 13,253 12,381 
Dividends payable: 3.2.45 44.0 £66 s60G 00a eae EOE EEE ee EER eee eed 13,135 5,535 
Other accrued! liabilities: 74: aie aie cae. alte Bele a Sale cal age ab taal dentate oath abldcds ales aeons ca ts 21,491 17,649 
Total current Jiabilities 2.5.0.6 hee ve ee REE ee ORE eee ee eS 158,662 136,372 
Long-term debt and obligations under capital leases, excluding current maturities ...... 51,264 61,601 
Stock option and other deposits... 2.2... ee 4,718 4,546 
DGHSrre di TOME seca jan dade les Sy kee eb ates ence Jes gs dactaveditet Rk eb dbs b ad hace 6 che sb say gentt Sheds Bbc ay puree, Ae dbs Merk need 20,168 17,133 
Deferred ‘tax liabilities’ 4.5 46.20 Seat de eG OREO a ee OE a ee PR eA 6,102 8,715 
Fair value of derivative financial instruments .........0..0 20.0000 eee eee eee 4,016 4,247 
Other Tabilities"s, osce gee ew eog-ged Ge AGA a Sh a ee ee RE we eR ae Se RBS 15,587 12,234 
Total liabilities: <<. iced aw See ee ees Rees a Aa he hae de oh wd 260,517 244,848 
Texas Roadhouse, Inc. and subsidiaries stockholders’ equity: 
Preferred stock ($0.001 par value, 1,000,000 shares authorized; no shares issued or 

@UUStAMIN 2a sac dade, io. de aye ad -sedee cat auahenlsten tp Machey ap Matogt ae. HP ty Wcsc Sht nd. canted eaves up eae — — 
Common stock ($0.001 par value, 100,000,000 shares authorized, 68,977,045 and 

69,186,967 shares issued and outstanding at December 25, 2012 and December 27, 

2011, respectively) 3 civ See he ee Pe ee a Met ek toe ee aS ERS 69 69 
Additional paid=m-capital «.\sed0. 6.4.4. @ soa ee Ge RUM ey oS Be aE Ge 199,967 206,019 
Retained €armings. 2.4.4 36 cease be RSE ASKED MOORES Cee RES Se eS 327,509 288,425 
Accumulated other comprehensive loss... 2... 0. ee eee (2,461) (2,609) 
Total Texas Roadhouse, Inc. and subsidiaries stockholders’ equity ............... 525,084 491,904 
Noncontrolling: mterests’ 2-5 4h ae kh Gee Ea ON OS OSes Hae eS 5,653 3,918 
‘Total €qUity si ca eager eee Bade ERM See OEE ES CERN O EE OSE PE Eees 530,737 495,822 

Total liabilities and equity . 2. 66s chee eee ewe Ges EES ea ee RE eS $791,254 $740,670 


See accompanying notes to Consolidated Financial Statements. 
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Texas Roadhouse, Inc. and Subsidiaries 


Consolidated Statements of Income and Comprehensive Income 


(in thousands, except per share data) 


Fiscal Year Ended 





December 25, December 27, December 28, 
2012 2011 2010 






























































Revenue: 
Restaurant sales... 0... ee ee eee $1,252,358 $1,099,475 $ 995,988 
Franchise royalties and fees ................000 2000+ 10,973 9,751 9,005 
Total revenues $4.0. fesse hone eae eS eGR wees HESS SS EROS 1,263,331 1,109,226 1,004,993 
Costs and expenses: 
Restaurant operating costs (excluding depreciation and 
amortization shown separately below): 
Cost Of SaleS\s.6 ss asdeosd Ga be OG 44 Led eR ews Seaweed lonns 423,615 367,385 324,267 
LaDOE ass aces ao has Se eae SE ee es 367,763 326,233 293,022 
ROM eel hy is Sais Sak oss Dia a) a tarts GS ete eS 25,797 23,150 21,361 
Other operate. 445 ss4 sess bs aa eae 8 oe Seesaw 204,318 184,073 172,893 
PLe-OPCMING 5.825 a0 nee es wae WOR eS ay es ERED eae Ra eS 12,399 11,534 7,051 
Depreciation and amortization .................-004. 46,717 42,709 41,283 
Impairment and closures ......... 0.0.0.0 ee eee eee 1,624 1,201 2,005 
General and administrative. ........ 0.0... 0.00 eee eee 70,640 57,702 52,494 
Total costs and expenses .......... 0... ee eee eee eee 1,152,873 1,013,987 914,376 
Income from operations........ 0.0... eee eee eee 110,458 95,239 90,617 
Interest expense, Net gsi kas Satow Sea SEAS Nea eH ee Hees 2,347 2,413 2,673 
Equity income from investments in unconsolidated affiliates... (428) (366) (428) 
Income before taxes .. 0... 0... cee eee eee $ 108,539 $ 93,192 $ 88,372 
Provision for income taxeS ........ 0.00.0 e eee eee ee eee 34,738 26,765 27,683 
Net income including noncontrolling interests ............. $ 73,801 $ 66,427 $ 60,689 
Less: Net income attributable to noncontrolling interests ..... 2,631 2,463 2,400 
Net income attributable to Texas Roadhouse, Inc. and 
subsidiaries 2... 0... eee $ 71,170 $ 63,964 $ 58,289 
Other comprehensive income (loss), net of tax: 
Unrealized gain (loss) on derivatives, net of tax of $(0.1) 
million, $0.8 million and $0.9 million, respectively ........ 148 (1,271) (1,357) 
Total comprehensive income............. 0000s $ 71,318 $ 62,693 $ 56,932 
Net income per common share attributable to Texas 
Roadhouse, Inc. and subsidiaries: 
BasiGot say i ue Sa oe ah ee ae ie Dae oe oes $ 1.02 $ 0.90 $ 0.82 
US iy ee a sees. aan sos se ee ee ee oe $ 1.00 $ 0.88 $ 0.80 
Weighted average shares outstanding: 
BaSiG iss ed acs atest ow Goaseh ud ne bbe Suk ne Sean hk ew RS 70,026 70,829 71,432 
DWE. 4.2 sveG.ah dw eee Sas das Oa aa dale oa o shaNes 71,485 72,278 72,929 
Cash dividends declared per share ................0000- $ 0.46 §$ 0.32 §$ — 








See accompanying notes to Consolidated Financial Statements. 
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Texas Roadhouse, Inc. and Subsidiaries 


Consolidated Statements of Stockholders’ Equity 


Balance, December 29, 2009 ......... 
Net incOme: <4 460s kines hae Oe Kees 
Unrealized loss on derivatives, net of tax 
of $0.9 million... 2... ......00.0. 
Distributions to noncontrolling interests . . 
Shares issued under stock option plan 
including tax effects. ............ 
Settlement of restricted stock units ..... 
Indirect repurchase of shares for minimum 
tax withholdings ............... 
Minority interest liquidation adjustments 
Share-based compensation .......... 


Balance, December 28, 2010 ......... 


NetincOme 2 2..8 Qa SEA et es Bo 
Unrealized loss on derivatives, net of tax 
Co) ae 0 etc pet | IN (0) see ae re 
Distributions to noncontrolling interests . . 
Minority interest contribution ........ 
Minority interest liquidation adjustments 
Dividends declared and paid ($0.24 per 
SHALE) aa die soe Sle, wands. Bee eal cge 
Dividends declared ($0.08 per share)... . 
Shares issued under stock option plan 
including tax effects. ............ 
Repurchase of shares of common stock . . 
Settlement of restricted stock units ..... 
Indirect repurchase of shares for minimum 
tax withholdings ............... 
Share-based compensation .......... 


Balance, December 27, 2011 ......... 





Net IncOMe: «6 ssi eso ad eee eRe 
Unrealized gain on derivatives, net of tax 
Of $0.1 million is. ei ee 
Distributions to noncontrolling interests . . 
Minority interest contribution ........ 
Minority interest liquidation adjustments 
Dividends declared and paid ($0.27 per 
SHARC): ape, KM ahd So's, Bnd ahead Bake we 
Dividends declared ($0.19 per share)... . 
Shares issued under stock option plan 
including tax effects. ............ 
Repurchase of shares of common stock . . 
Settlement of restricted stock units ..... 
Indirect repurchase of shares for minimum 
tax withholdings ............... 
Share-based compensation .......... 


Balance, December 25, 2012 ......... 


(in thousands, except share data) 





















































Accumulated Total Texas 
Additional Other Roadhouse, Inc. 
Par Paid-in- | Retained Comprehensive and Noncontrolling 

Shares Value Capital Earnings Loss Subsidiaries Interests Total 
70,384,915 $70 $231,564 $188,719 $ 619 $420,372 $ 2,578 $422,950 
- — — 58,289 _ 58,289 2,400 60,689 
(1,357) (1,357) = (1,357) 
= (2,212) (2,212) 
1,397,832 1 14,384 _— — 14,385 — 14,385 
649,443 1 (1) = = = = = 
(209,199) — (2,828) _— — (2,828) = (2,828) 
= A 69 — — 69 — 69 
- — 7,686 — — 7,686 — 7,686 
72,222,991 $72 $250,874 $247,008 $(1,338) $496,616 $ 2,766 $499,382 
- — — 63,964 — 63,964 2,463 66,427 
(1,271) (1,271) — (1,271) 
= (2,270) (2,270) 
—_— 959 959 
- - Gy) = _ (37) = (37) 
a — (17,012) — (17,012) — (17,012) 
— — (5,535) = (5,535) = (5,535) 
477,525 7,283 _— — 7,283 _— 7,283 
(3,972,100) (4) (59,143) — a (59,147) a (59,147) 
674,392 1 (1) = = = = os 
(215,841) — (3,482) _ _ (3,482) -_ (3,482) 
- — 10,525 _— _ 10,525 _— 10,525 
69,186,967 $69 $206,019 $288,425 $(2,609) $491,904 $ 3,918 $495,822 
-_- — _ 71,170 _— 71,170 2,631 73,801 
148 148 — 148 
= (2,712) (2,712) 
_ 1,816 1,816 
——— (368) — — (368) — (368) 
———— — (18,951) a (18,951) = (18,951) 
= = — (13,135) — (13,135) _ (13,135) 
1,115,278 1 14,276 _— — 14,277 — 14,277 
(1,786,855) (2) (29,419) = = (29,421) = (29,421) 
683,614 1 (1) — — —_— — _— 
(221,959) — (3,733) = _ (3,733) = (3,733) 
- — 13,193 — — 13,193 — 13,193 
68,977,045 $69 $199,967 $327,509 $(2,461) $525,084 $ 5,653 $530,737 








See accompanying notes to Consolidated Financial Statements. 
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Texas Roadhouse, Inc. and Subsidiaries 
Consolidated Statements of Cash Flows 


(in thousands) 


Fiscal Year Ended 
December 25, 2012 December 27, 2011 December 28, 2010 








Cash flows from operating activities: 
Net income including noncontrolling interests .............. $ 73,801 $ 66,427 $ 60,689 
Adjustments to reconcile net income to net cash provided by 
operating activities: 


Depreciation and amortization ..............0.0..0000.4 46,717 42,709 41,283 
Deferted income taxes. ci 63s; anes wie, gan oie ae wsala: aeons 8 (2,166) 70 1,799 
Loss on disposition of assets ......... 00.00.0000 00005 2,805 2,378 1,766 
Impairment.and ‘Closure: ¢..¢2-s2 6 sete ge eke BA AEE SG 1,459 1,127 1,821 
Equity income from investments in unconsolidated affiliates .... (428) (366) (428) 
Distributions of income received from investments in 
unconsolidated affiliates... 2... 2.2... eee 429 336 383 
Provision for doubtful accounts... .............02005% LT 183 (43) 
Share-based compensation expense ............2.2.00-- 13,193 10,525 7,686 
Changes in operating working capital: 
Recetvablesie 5x3, ¢°abics gem. drains, a deb deb dct de ect RRC EE (4,953) (3,139) (60) 
IMVENLOTIES +.) 53) eh SGp3) S08 S au Se aes Se Barapa kere tee eis (119) (1,533) (1,193) 
Prepaid expenses and other current assets .............0.. (146) 159 (1,593) 
Other assets: i. hy a te ey RAL EA a ee a Oe dla (2,773) (3,497) (1,058) 
ACCOUNTS: PAVADIE® x. 6. 3 esas ey anc Sim tance dee sishdaoss. sac Sudhviats. jer Swed. och (370) 5,880 (1,018) 
Deferred revenue—gift cards/certificates ................ 8,842 4,893 4,722 
ACCTUCE WARES’. 6.3.6 G8 ba Koo Re aw ae RM awa a Go RG Cae a 1,329 2,651 864 
Excess tax benefits from share-based compensation ......... (3,605) (2,255) (3,159) 
Prepaid income taxes and income taxes payable............ 806 2,055 (3,212) 
Accrued taxes and licenses... on ee eee ee 872 63 3,739 
Other accrued liabilities 240064 64444 6a A aS A ES 3,842 5,262 1,715 
Weretied PERE a. nid Se ee eR de Rl a Ree ee ees 3,035 2,676 2,368 
Other LabwMities: os. .6 esx: eam vg Sie eng ay dang Slay Geng eas de a 3,353 1,910 2,985 
Net cash provided by operating activities .............. 145,940 138,514 120,056 
Cash flows from investing activities: 
Capital expenditures—property and equipment ............. (84,879) (81,758) (45,051) 
Acquisition of franchise restaurants, net of cash acquired ....... (4,297) _ _— 
Proceeds from sale of property and equipment, including insurance 
PIOCEETS: secs. ss AE ee a a ee 1,128 188 235 
Net cash used in investing activities.................. (88,048) (81,570) (44,816) 
Cash flows from financing activities: 
(Repayments of) proceeds from revolving credit facility ........ (10,000) 10,000 (49,000) 
Repurchase of shares of common stock .................. (29,421) (59,147) — 
Investments in unconsolidated affiliates .............000.. — _— (35) 
Proceeds from noncontrolling interest contributions and other .... 1,285 _— — 
Distributions to noncontrolling interest holders ............. (2,712) (2,270) (2,212) 
Excess tax benefits from share-based compensation ........... 3,605 2,255 3,159 
Proceeds from stock option and other deposits.............. 172 494 399 
Indirect repurchase of shares for minimum tax withholdings ..... (3,733) (3,482) (2,828) 
Principal payments on long-term debt and capital lease obligations . (303) (275) (246) 
Proceeds from exercise of stock options... ...........004. 10,670 5,016 11,028 
Dividends paid to shareholders .................00000. (24,486) (17,012) — 
Net cash used in financing activities ..............0., (54,923) (64,421) (39,735) 
Net increase (decrease) increase in cash and cash equivalents . . 2,969 (7,477) 35,505 
Cash and cash equivalents—beginning of year ............... 78,777 86,254 50,749 
Cash and cash equivalents—end of year... ..........0.000. $ 81,746 $ 78,777 $ 86,254 
Supplemental disclosures of cash flow information: 
Interest, net of amounts capitalized ................00.0. $ 2,478 $ 2,368 $ 2,628 
INCOME tAXES' 5, 7s, cin dasha rate cae uae cee ete a chee daria, Ramee Gu cee te $ 36,096 $ 24,641 $ 29,095 


See accompanying notes to Consolidated Financial Statements. 
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Texas Roadhouse, Inc. and Subsidiaries 
Notes to Consolidated Financial Statements 


(Tabular amounts in thousands, except share and per share data) 


(1) Description of Business 


The accompanying Consolidated Financial Statements include the accounts of Texas 
Roadhouse, Inc. (the “Company”, “we”, “our” and/or “us’’), and our wholly-owned subsidiaries and 
subsidiaries in which we own more than 50 percent interest as of and for the 52 weeks ended 
December 25, 2012 and December 27, 2011. Our wholly-owned subsidiaries include: Texas Roadhouse 
Holdings LLC (“Holdings”), Texas Roadhouse Development Corporation (““TRDC’’), Texas Roadhouse 
Management Corp (“Management Corp.”) and Aspen Creek, LLC (“Aspen Creek’’). We and our 
subsidiaries operate restaurants under the names Texas Roadhouse and Aspen Creek. Holdings also 
provides supervisory and administrative services for certain other franchise and license Texas 
Roadhouse restaurants. TRDC sells franchise rights and collects the franchise royalties and fees. 
Management Corp. provides management services to the Company, Holdings, Aspen Creek and certain 
other license and franchise Texas Roadhouse restaurants. 


As of December 25, 2012, we owned and operated 320 restaurants and franchised and licensed an 
additional 72 restaurants in 47 states and two foreign countries. Of the 320 restaurants we owned and 
operated, 318 operated as Texas Roadhouse restaurants, while two operated under the name of Aspen 
Creek. Of the 392 restaurants that were operating at December 25, 2012, (i) 320 were Company-owned 
restaurants, 305 of which were wholly-owned and 15 of which were majority-owned, (ii) 71 were 
franchise restaurants and (iii) one was a license restaurant. 


As of December 27, 2011, we owned and operated 294 restaurants and franchised or licensed an 
additional 72 restaurants in 47 states and one foreign country. Of the 294 restaurants we owned and 
operated, 291 operated as Texas Roadhouse restaurants, while three operated under the name of Aspen 
Creek. Of the 366 restaurants that were operating at December 27, 2011, (i) 294 were Company-owned 
restaurants, 282 of which were wholly-owned and 12 of which were majority-owned, (ii) 69 were 
franchise restaurants and (iii) 3 were license restaurants. 


(2) Summary of Significant Accounting Policies 
(a) Principles of Consolidation 


At December 25, 2012 and December 27, 2011, we owned 5.0% to 10.0% equity interest in 23 and 
22 restaurants, respectively. The unconsolidated restaurants are accounted for using the equity method. 
While we exercise significant control over these franchise restaurants, we do not consolidate their 
financial position, results of operations or cash flows as it is immaterial to our consolidated financial 
position, results of operations and/or cash flows. Our investments in these unconsolidated affiliates is 
included in Other assets in our consolidated balance sheets and we record our percentage share of net 
income earned by these unconsolidated affiliates in our consolidated statements of income and 
comprehensive income under Equity income from investments in unconsolidated affiliates. All 
significant intercompany balances and transactions for these unconsolidated restaurants as well as the 
companies whose accounts have been consolidated have been eliminated. 


(b) Fiscal Year 


We utilize a 52 or 53 week accounting period that ends on the last Tuesday in December. We 
utilize a 13 or 14 week accounting period for quarterly reporting purposes. Fiscal years 2012, 2011 and 
2010 were 52 weeks in length. 
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Texas Roadhouse, Inc. and Subsidiaries 
Notes to Consolidated Financial Statements (Continued) 


(Tabular amounts in thousands, except share and per share data) 


(2) Summary of Significant Accounting Policies (Continued) 
(c) Cash and Cash Equivalents 


For purposes of the consolidated statements of cash flows, we consider all highly liquid debt 
instruments with original maturities of three months or less to be cash equivalents. Book overdrafts are 
recorded in accounts payable and are included within operating cash flows. Cash and cash equivalents 
also included receivables from credit card companies, which amounted to $19.7 million and $5.0 million 
at December 25, 2012 and December 27, 2011, respectively, because the balances are settled within two 
to three business days. 


(d) Receivables 


Receivables consist principally of amounts due from retail gift card providers, certain franchise and 
license restaurants for reimbursement of labor costs, pre-opening and other expenses, and amounts due 
for royalty fees from franchise restaurants. 


Receivables are recorded at the invoiced amount and do not bear interest. The allowance for 
doubtful accounts is our best estimate of the amount of probable credit losses in our existing accounts 
receivable. We determine the allowance based on historical write-off experience. We review our 
allowance for doubtful accounts quarterly. Past due balances over 120 days and a specified amount are 
reviewed individually for collectability. Account balances are charged off against the allowance after all 
means of collection have been exhausted and the potential for recovery is considered remote. 


(e) Inventories 


Inventories, consisting principally of food, beverages and supplies, are valued at the lower of cost 
(first-in, first-out) or market. 


(f) Pre-opening Expenses 


Pre-opening expenses are charged to operations as incurred. These costs include wages, benefits, 
travel and lodging for the training and opening management teams, rent and food, beverage and other 
restaurant operating expenses incurred prior to a restaurant opening for business. 


(g) Property and Equipment 


Property and equipment are stated at cost. Expenditures for major renewals and betterments are 
capitalized while expenditures for maintenance and repairs are expensed as incurred. Depreciation is 
computed on property and equipment, including assets located on leased properties, over the shorter of 
the estimated useful lives of the related assets or the underlying lease term using the straight-line 
method. In some cases, assets on leased properties are depreciated over a period of time which 
includes both the initial term of the lease and one or more option periods. See note 2(p). Depreciation 
and amortization expense as shown on our consolidated statements of income and comprehensive 
income is substantially all attributable to restaurant-level assets. 
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Texas Roadhouse, Inc. and Subsidiaries 
Notes to Consolidated Financial Statements (Continued) 


(Tabular amounts in thousands, except share and per share data) 


(2) Summary of Significant Accounting Policies (Continued) 


The estimated useful lives are: 


Land 1mMproveMents va c.6 sacs te eh Aes Rese ee doves doe ae RH ERS 10-25 years 
Buildings and leasehold improvements ...................0000. 10-25 years 
Equipment and smallwares........ 0.0.0.0... cee eee eee 3-10 years 
Burniture: and GXTULES) sg ek Bo Gre SEER Sue beam, Bale Pe Dd bet 3-10 years 


Repairs and maintenance expense amounted to $13.8 million, $12.6 million and $11.9 million for 
the years ended December 25, 2012, December 27, 2011 and December 28, 2010, respectively. These 
costs are included in other operating costs in our consolidated statements of income and 
comprehensive income. 


(h) Impairment of Goodwill 


Goodwill represents the excess of cost over fair value of assets of businesses acquired. In 
accordance with the provisions of Financial Accounting Standards Board (“FASB”) Accounting 
Standards Codification (“ASC”) 350, Intangibles—Goodwill and Other (“ASC 350”), we perform tests 
to assess potential impairments at the end of each fiscal year or during the year if an event or other 
circumstance indicates that it may be impaired. Our assessment is performed at the reporting unit level, 
which is at the individual restaurant level. In the first step of the review process, we compare the 
estimated fair value of the restaurant with its carrying value, including goodwill. If the estimated fair 
value of the restaurant exceeds its carrying amount, no further analysis is needed. If the estimated fair 
value of the restaurant is less than its carrying amount, the second step of the review process requires 
the calculation of the implied fair value of the goodwill by allocating the estimated fair value of the 
restaurant to all of the assets and liabilities of the restaurant as if it had been acquired in a business 
combination. If the carrying value of the goodwill associated with the restaurant exceeds the implied 
fair value of the goodwill, an impairment loss is recognized for that excess amount. 


The valuation approaches used to determine fair value are subject to key judgments and 
assumptions that are sensitive to change such as judgment and assumptions about our appropriate 
revenue growth rates, operating margins, weighted average cost of capital and comparable company and 
acquisition market multiples. In estimating the fair value using the discounted cash flows or the 
capitalization of earnings method, we consider the period of time the restaurant has been open, the 
trend of operations over such period and future periods, expectations of future sales growth and 
terminal value. Assumptions about important factors such as trend of future operations and sales 
growth are limited to those that are supportable based upon the plans for the restaurant and actual 
results at comparable restaurants. When developing these key judgments and assumptions, we consider 
economic, operational and market conditions that could impact our fair value. The judgments and 
assumptions used are consistent with what we believe hypothetical market participants would use. 
However, estimates are inherently uncertain and represent only our reasonable expectations regarding 
future developments. If the estimates used in performing the impairment test prove inaccurate, the fair 
value of the restaurants may ultimately prove to be significantly lower, thereby causing the carrying 
value to exceed the fair value and indicating impairment has occurred. 
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Texas Roadhouse, Inc. and Subsidiaries 
Notes to Consolidated Financial Statements (Continued) 


(Tabular amounts in thousands, except share and per share data) 


(2) Summary of Significant Accounting Policies (Continued) 


In 2012, as a result of our annual goodwill impairment analysis, we determined that goodwill 
related to one restaurant was impaired as discussed further in note 15. Refer to note 6 for additional 
information related to goodwill and intangible assets. 


(i) Other Assets 


Other assets consist primarily of deferred compensation plan assets, investments in foreign 
operations, deposits and costs related to the issuance of debt. The debt issuance costs are being 
amortized to interest expense over the term of the related debt. For further discussion of the deferred 
compensation plan, see note 14. 


(j) Impairment or Disposal of Long-lived Assets 


In accordance with ASC 360-10-05, Property, Plant and Equipment, long-lived assets related to each 
restaurant to be held and used in the business, such as property and equipment and intangible assets 
subject to amortization, are reviewed for impairment whenever events or changes in circumstances 
indicate that the carrying amount of a restaurant may not be recoverable. When we evaluate 
restaurants, cash flows are the primary indicator of impairment. Recoverability of assets to be held and 
used is measured by a comparison of the carrying amount of the restaurant to estimated undiscounted 
future cash flows expected to be generated by the restaurant. Our evaluation requires an estimation of 
future undiscounted cash flows from operating the restaurant over its estimated useful life, which can 
be for a period of over 20 years. In the estimation of future cash flows, we consider the period of time 
the restaurant has been open, the trend of operations over such period and future periods and 
expectations of future sales growth. Assumptions about important factors such as trend of future 
operations and sales growth are limited to those that are supportable based upon the plans for the 
restaurant and actual results at comparable restaurants. If the carrying amount of the restaurant 
exceeds its estimated future cash flows, an impairment charge is recognized by the amount by which 
the carrying amount exceeds the fair value of the assets. We generally measure fair value by discounting 
estimated future cash flows or by independent third party appraisal, if available. When fair value is 
measured by discounting estimated future cash flows, the assumptions used are consistent with what we 
believe hypothetical market participants would use. We also use a discount rate that is commensurate 
with the risk inherent in the projected cash flows. The adjusted carrying amounts of assets to be held 
and used are depreciated over their remaining useful life. In 2012, as a result of our impairment 
analysis, we determined that the building, equipment, furniture and fixtures at one restaurant was 
impaired. For further discussion regarding closures and impairments recorded in 2012, 2011 and 2010, 
including the impairments of goodwill and other long-lived assets, refer to note 15. 
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Texas Roadhouse, Inc. and Subsidiaries 
Notes to Consolidated Financial Statements (Continued) 


(Tabular amounts in thousands, except share and per share data) 


(2) Summary of Significant Accounting Policies (Continued) 
(k) Insurance Reserves 


We self-insure a significant portion of expected losses under our workers compensation, general 
liability, employment practices liability, property insurance and employee healthcare programs. We 
purchase insurance for individual claims that exceed the amounts listed below: 


Employment practices liability ......... 0.0.0... 00.00.00 ..0.0000. $250,000 
Workers Compensation’ s.s4 ioe. b Rite Haudte wart Sang weels dass $250,000 
General liability: ca ¢0054¢4 e538 800o 8008549498 baaeedaageeees $250,000 
PROPeTly coke sie aE phe Se wie age te hey ed Pee aos ia aeed eee $ 50,000 
Employee healthcare... 0... eee $150,000 


We record a liability for unresolved claims and for an estimate of incurred but not reported claims 
at our anticipated cost based on estimates provided by management, a third party administrator and/or 
actuary. The estimated liability is based on a number of assumptions and factors regarding economic 
conditions, the frequency and severity of claims and claim development history and settlement 
practices. Our assumptions are reviewed, monitored, and adjusted when warranted by changing 
circumstances. The liability is discounted as we consider the amount and timing of cash payments 
reliably determinable. The discount is not significant. 


(l) Segment Reporting 


We consider our restaurant and franchising operations as similar and have aggregated them into a 
single reportable segment. The majority of the restaurants operate in the U.S. within the casual dining 
segment of the restaurant industry, providing similar products to similar customers. The restaurants also 
possess similar pricing structures, resulting in similar long-term expected financial performance 
characteristics. As of December 25, 2012, we operated 320 restaurants, each as a single operating 
segment, and franchised or licensed an additional 72 restaurants. Revenue from external customers is 
derived principally from food and beverage sales. We do not rely on any major customers as a source 
of revenue. 


(m) Revenue Recognition 


Revenue from restaurant sales is recognized when food and beverage products are sold. Deferred 
revenue primarily represents our liability for gift cards that have been sold, but not yet redeemed. 
When the gift cards are redeemed, we recognize restaurant sales and reduce deferred revenue. 


For some of the gift cards that were sold, the likelihood of redemption is remote. When the 
likelihood of a gift card’s redemption is determined to be remote, we record a breakage adjustment 
and reduce deferred revenue by the amount never expected to be redeemed. We use historic gift card 
redemption patterns to determine when the likelihood of a gift card’s redemption becomes remote and 
have determined that approximately 5% of the value of gift cards will never be redeemed. The 
methodology we use to match the expected redemption value of unredeemed gift cards to our historic 
redemption patterns is to amortize the historic 5% rate of breakage over a three year period. As a 
result, the amount of unredeemed gift card liability included in deferred revenue is the full value of 
unredeemed gift cards less the amortized portion of the 5% rate of breakage. We recorded our gift 
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Texas Roadhouse, Inc. and Subsidiaries 
Notes to Consolidated Financial Statements (Continued) 


(Tabular amounts in thousands, except share and per share data) 


(2) Summary of Significant Accounting Policies (Continued) 


card breakage adjustment as a reduction of other operating expense in our consolidated statements of 
income and comprehensive income. We review and adjust our estimates on a quarterly basis. 


We franchise Texas Roadhouse restaurants. We execute franchise agreements for each franchise 
restaurant which sets out the terms of our arrangement with the franchisee. Our franchise agreements 
typically require the franchisee to pay an initial, non-refundable fee and continuing fees based upon a 
percentage of sales. Subject to our approval and payment of a renewal fee, a franchisee may generally 
renew the franchise agreement upon its expiration. We collect ongoing royalties of 2.0% to 5.0% of 
sales from domestic and foreign franchise restaurants. These ongoing royalties are reflected in the 
accompanying consolidated statements of income and comprehensive income as franchise royalties and 
fees. We recognize initial franchise fees as revenue after performing substantially all initial services or 
conditions required by the franchise agreement, which is generally upon the opening of a restaurant. 
We received initial franchise fees of $0.2 million for the year ended December 25, 2012, $0.2 million 
for the year ended December 27, 2011 and $0.1 million for the year ended December 28, 2010. 
Continuing franchise royalties are recognized as revenue as the fees are earned. We also perform 
supervisory and administrative services for certain franchise and license restaurants for which we 
receive management fees, which are recognized as the services are performed. Revenue from 
supervisory and administrative services is recorded as a reduction of general and administrative 
expenses in the accompanying consolidated statements of income and comprehensive income. Total 
revenue recorded for supervisory and administrative services for the years ended December 25, 2012, 
December 27, 2011 and December 28, 2010 was approximately $0.6 million. 


Sales taxes collected from customers and remitted to governmental authorities are accounted for 
on a net basis and therefore are excluded from revenue in the consolidated statements of income and 
comprehensive income. 


(n) Income Taxes 


We account for income taxes in accordance with ASC 740, Income Taxes, under which deferred 
assets and liabilities are recognized based upon anticipated future tax consequences attributable to 
differences between financial statement carrying values of assets and liabilities and their respective tax 
bases. We recognize both interest and penalties on unrecognized tax benefits as part of income tax 
expense. A valuation allowance is established to reduce the carrying value of deferred tax assets if it is 
considered more likely than not that such assets will not be realized. Any change in the valuation 
allowance would be charged to income in the period such determination was made. 


(0) Advertising 


We have a domestic system-wide marketing and advertising fund. We maintain control of the 
marketing and advertising fund and, as such, have consolidated the fund’s activity for the years ended 
December 25, 2012, December 27, 2011 and December 28, 2010. Domestic company and franchise 
restaurants are required to remit a designated portion of sales, currently 0.3%, to the advertising fund. 
These reimbursements do not exceed the costs we incur throughout the year associated with various 
marketing programs which are developed internally by us. Therefore, the net amount of the advertising 
costs incurred less amounts remitted by company and franchise restaurants is included in general and 
administrative expense in our consolidated statements of income and comprehensive income. 
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Texas Roadhouse, Inc. and Subsidiaries 
Notes to Consolidated Financial Statements (Continued) 


(Tabular amounts in thousands, except share and per share data) 


(2) Summary of Significant Accounting Policies (Continued) 


The company-owned restaurant contribution and other costs related to local restaurant area 
marketing initiatives are included in other operating costs in our consolidated statements of income and 
comprehensive income. These costs amounted to approximately $9.1 million, $8.5 million and 
$7.7 million for the years ended December 25, 2012, December 27, 2011 and December 28, 2010, 
respectively. 


(p) Leases and Leasehold Improvements 


We lease land, buildings and/or certain equipment for the majority of our restaurants under 
non-cancelable lease agreements. Our land and building leases typically have initial terms ranging from 
10 to 15 years, and certain renewal options for one or more five-year periods. We account for leases in 
accordance with ASC 840, Leases, and other related authoritative guidance. When determining the 
lease term, we include option periods for which failure to renew the lease imposes a penalty on us in 
such an amount that a renewal appears, at the inception of the lease, to be reasonably assured. The 
primary penalty to which we are subject is the economic detriment associated with the existence of 
leasehold improvements which might become impaired if we choose not to continue the use of the 
leased property. 


Certain of our operating leases contain predetermined fixed escalations of the minimum rent 
during the original term of the lease. For these leases, we recognize the related rent expense on a 
straight-line basis over the lease term and record the difference between the amounts charged to 
operations and amounts paid as deferred rent. We generally do not receive rent concessions or 
leasehold improvement incentives upon opening a restaurant that is subject to a lease. We may receive 
rent holidays, which would begin on the possession date and end when the lease commences, during 
which no cash rent payments are typically due under the terms of the lease. Rent holidays are included 
in the lease term when determining straight-line rent expense. 


Additionally, certain of our operating leases contain clauses that provide for additional contingent 
rent based on a percentage of sales greater than certain specified target amounts. We recognize 
contingent rent expense prior to the achievement of the specified target that triggers the contingent 
rent, provided achievement of the target is considered probable. This may result in some variability in 
rent expense as a percentage of revenues over the term of the lease in restaurants where we pay 
contingent rent. 


The judgment regarding the probable term for each restaurant property lease impacts the 
classification and accounting for a lease as capital or operating, the rent holiday and/or escalation in 
payments that are taken into consideration when calculating straight-line rent and the term over which 
leasehold improvements for each restaurant are amortized. The material factor we consider when 
making this judgment is the total amount invested in the restaurant at the inception of the lease and 
whether management believes that renewal appears reasonably assured. While a different term may 
produce materially different amounts of depreciation, amortization and rent expense than reported, our 
historical lease renewal rates support the judgments made. We have not made any changes to the 
nature of the assumptions used to account for leases in any of the fiscal years presented in our 
consolidated financial statements. 
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Texas Roadhouse, Inc. and Subsidiaries 
Notes to Consolidated Financial Statements (Continued) 


(Tabular amounts in thousands, except share and per share data) 


(2) Summary of Significant Accounting Policies (Continued) 


In an exposure draft issued in 2010, the FASB, together with the International Accounting 
Standards Board, has proposed a comprehensive set of changes in U.S. generally accepted accounting 
principles (“GAAP”) for leases. 


(q) Use of Estimates 


We have made a number of estimates and assumptions relating to the reporting of assets and 
liabilities, the disclosure of contingent assets and liabilities at the date of the Consolidated Financial 
Statements and the reporting of revenue and expenses during the period to prepare these Consolidated 
Financial Statements in conformity with GAAP. Significant items subject to such estimates and 
assumptions include the carrying amount of property and equipment, goodwill, obligations related to 
insurance reserves and income taxes. Actual results could differ from those estimates. 


(r) Comprehensive Income 


ASC 220, Comprehensive Income, establishes standards for reporting and presentation of 
comprehensive income and its components in a full set of financial statements. Comprehensive income 
consists of net income and other comprehensive income (loss) items that are excluded from net income 
under GAAP in the United States. These items included net unrealized gains (losses) on securities and 
the effective unrealized portion of changes in fair value of cash flow hedges. 


(s) Fair Value of Financial Instruments 


Fair value is determined based on the present value of expected future cash flows considering the 
risks involved and using discount rates appropriate for the duration and considers counterparty 
performance risk. 


(t) Derivative Instruments and Hedging Activities 


We do not use derivative instruments for trading purposes. Currently, our only free standing 
derivative instruments are two interest rate swap agreements. 


We account for derivatives and hedging activities in accordance with ASC 815, Derivatives and 
Hedging, which requires that all derivative instruments be recorded on the consolidated balance sheet at 
their respective fair values. The accounting for changes in the fair value of a derivative instrument is 
dependent upon whether the derivative has been designated and qualifies as part of a hedging 
relationship. Our current derivatives have been designated and qualify as cash flow hedges. For 
derivative instruments that are designated and qualify as a cash flow hedge, the effective portion of the 
gain or loss on the derivative instrument is reported as a component of other comprehensive income 
(loss) and reclassified into earnings in the same period or period during which the hedged transaction 
affects earnings. There was no hedge ineffectiveness recognized during the periods ended December 25, 
2012, December 27, 2011 and December 28, 2010. 


(u) Reclassifications 


Certain prior year amounts have been reclassified in our consolidated financial statements to 
conform with current year presentation. 
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Texas Roadhouse, Inc. and Subsidiaries 
Notes to Consolidated Financial Statements (Continued) 


(Tabular amounts in thousands, except share and per share data) 


(2) Summary of Significant Accounting Policies (Continued) 
(v) Recent Accounting Pronouncements 


Comprehensive Income 
(ASU 2011-05) 


In June 2011, the FASB issued ASU 2011-05, Presentation of Comprehensive Income. ASU 
2011-05 eliminates the option to present the components of other comprehensive income as part of the 
statement of changes in stockholders’ equity, which is our current presentation, and also requires 
presentation of reclassification adjustments from other comprehensive income to net income on the 
face of the financial statements. In December 2011, the FASB issued ASU 2011-12, Deferral of the 
Effective Date for Amendments to the Presentation of Reclassifications of Items Out of Accumulated Other 
Comprehensive Income in ASU 2011-05, to defer the effective date of the specific requirement to 
present items that are reclassified out of accumulated comprehensive income to net income alongside 
their respective components of net income and other comprehensive income. All other provisions of 
this update are effective for annual and interim reporting periods beginning after December 15, 2011 
(our 2012 fiscal year). The adoption of this new guidance had no impact on our consolidated financial 
position, results of operations or cash flows, though it changed our financial statement presentation. 


Goodwill and Other Intangibles 
(ASU 2011-08) 


In September 2011, the FASB issued ASU 2011-08, Intangibles—Goodwill and Other, Testing 
Goodwill for Impairment, which permits an entity to make a qualitative assessment of whether it is more 
likely than not that a reporting unit’s fair value is less than its carrying value before applying the 
two-step goodwill impairment model that is currently in place. If it is determined through the 
qualitative assessment that a reporting unit’s fair value is more likely than not greater than its carrying 
value, the remaining impairment steps would be unnecessary. The qualitative assessment is optional, 
allowing companies to go directly to the quantitative assessment. This update is effective for annual and 
interim goodwill impairment tests performed in fiscal years beginning after December 15, 2011 (our 
2012 fiscal year). The adoption of this new guidance had no impact on our consolidated financial 
position, results of operations or cash flows. 


(3) Acquisitions 


On December 25, 2012, we acquired two franchise restaurants in Illinois, which had no significant 
net revenue or accretive impact since the restaurants were acquired on the last day of our fiscal year. 
Pursuant to the terms of the acquisition agreement, we paid a purchase price of $4.3 million. This 
acquisition is consistent with our long-term strategy to increase net income and earnings per share. 


This transaction was accounted for using the purchase method as defined in ASC 805, Business 
Combinations (“ASC 805”). Based on a purchase price of $4.3 million, $2.7 million of goodwill was 
generated by the acquisition, which is not amortizable for book purposes, but is deductible for tax 
purposes. 
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(3) Acquisitions (Continued) 


The allocation of the purchase price has been prepared on a preliminary basis and is subject to 
estimates, assumptions and other uncertainties, and changes to those allocations may occur as 
additional information becomes available. The purchase price has been preliminarily allocated as 
follows: 


CUITENE aSsetsc kissd diy nahi ihe hee hWAG Kawa hee owe Salk ees $ 64 
Property and equipment, net ........... 00.0.0... 00... eee eee 127 
GOOGWUll 5 aid care Sree atest a wath Stecatir eaeiAls exeranet enaiat a ey scetteualdeaeaste: 2 2,741 
Intangible: assets v6 od eae p48 CaSO Sd oa SSID Seda oleae Te hess 1,510 
Current: abilities: dq. ase gece asec» decane athe o die esate a are sangeet Sal (142) 

$4,300 





As a result of this acquisition, we recorded an intangible asset associated with reacquired franchise 
rights of $1.5 million in accordance with ASC 805. ASC requires that a business combination between 
two parties that have a preexisting relationship be evaluated to determine if a settlement of a 
preexisting relationship exists. ASC 805 also requires that certain reacquired rights (including the rights 
to the acquirer’s trade name under a franchise agreement) be recognized as intangible assets apart 
from goodwill. 


The fair value of $1.5 million assigned to the intangible asset acquired was determined primarily 
using valuation methods that discount expected future cash flow to present value using estimates and 
assumptions determined by management. The intangible asset has a weighted-average life of 
approximately 2.6 years based on the remaining term of the franchise agreements. We expect the 
annual expense for the next four years to average approximately $0.4 million. 


Pro forma results of operations have not been presented because the effect of the acquisition was 
not material to our financial position, results of operations or cash flows. 


(4) Long-term Debt and Obligations Under Capital Leases 
Long-term debt and obligations under capital leases consisted of the following: 


December 25, December 27, 








2012 2011 
Installment loans, due 2013-2020 ................00. $ 1,473 $ 1,679 
Obligations under capital leases................00.. 129 226 
REVOIVEE: sycscs axis donate Qe ad seabed eae AS SS 50,000 60,000 

51,602 61,905 
Less current maturities ..... 0.0.0... cee eee eee 338 304 





$51,264 $61,601 
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(4) Long-term Debt and Obligations Under Capital Leases (Continued) 


Maturities of long-term debt and obligations under capital leases at December 25, 2012 are as 
follows: 





QOVS o.68 twee Aone BRAGS Caw SE Wheat ERAS Se be Se eens ERAES $ 338 
DUDA a, cance cat he cei, nsty basket ey Rb re coh ees van ee £68 tap sat che Gye eevee gp sale cheat a 274 
QOVS: ste sok hak aw BR DS we BOER Sh Ae Hs DS SERS RS SRR eS 283 
QMO 3s, Bec ees ae at Bes ae de &, he ea thts cb. cen sade sh, GS Petia eck Ea a ee 8. 50,157 
DOV] snc dbase Rae RG Re REESE aS Re Eas BOSSES SRG RES 159 
"MGT SAGE 5, 4 oc cs ech cas soot 8 ac cege Sls Spd ovo ees theese EE LB BEd Wa ae dg aw GR 391 

$51,602 





The weighted average interest rate for installment loans outstanding at December 25, 2012 and 
December 27, 2011 was 10.56% and 10.57%, respectively. The debt is secured by certain land and 
buildings and is subject to certain prepayment penalties. 


On August 12, 2011, we entered into a $200.0 million five-year revolving credit facility with a 
syndicate of commercial lenders led by JP Morgan Chase Bank, N.A., PNC Bank, N.A., and Wells 
Fargo, N.A. This facility replaced our previous five-year revolving credit facility. The facility expires on 
August 12, 2016. The terms of the facility require us to pay interest on outstanding borrowings at the 
London Interbank Offered Rate (“LIBOR’”) plus a margin of 0.875% to 1.875%, depending on our 
leverage ratio, or the Alternate Base Rate, which is the higher of the issuing bank’s prime lending rate, 
the Federal Funds rate plus 0.50% or the Adjusted Eurodollar Rate for a one month interest period on 
such day plus 1.0%. We are also required to pay a commitment fee of 0.150% to 0.350% per year on 
any unused portion of the facility, depending on our leverage ratio. The weighted-average interest rate 
for the revolver at December 25, 2012 and December 27, 2011 was 3.96% and 3.20%, respectively, 
including interest rate swaps. At December 25, 2012, we had $50.0 million outstanding under the credit 
facility and $145.3 million of availability, net of $4.7 million of outstanding letters of credit. 


The lenders’ obligation to extend credit under the facility depends on us maintaining certain 
financial covenants, including a minimum consolidated fixed charge coverage ratio of 2.00 to 1.00 and a 
maximum consolidated leverage ratio of 3.00 to 1.00. The credit facility permits us to incur additional 
secured or unsecured indebtedness outside the facility, except for the incurrence of secured 
indebtedness that in the aggregate exceeds 20% of our consolidated tangible net worth or 
circumstances where the incurrence of secured or unsecured indebtedness would prevent us from 
complying with our financial covenants. We were in compliance with the financial covenants as of 
December 25, 2012. 


On October 22, 2008, we entered into an interest rate swap, starting on November 7, 2008, with a 
notional amount of $25.0 million to hedge a portion of the cash flows of our variable rate credit 
facility. We have designated the interest rate swap as a cash flow hedge of our exposure to variability in 
future cash flows attributable to interest payments on a $25.0 million tranche of floating rate debt 
borrowed under our revolving credit facility. Under the terms of the swap, we pay a fixed rate of 3.83% 
on the $25.0 million notional amount and receive payments from the counterparty based on the 
1-month LIBOR rate for a term ending on November 7, 2015, effectively resulting in a fixed rate 
LIBOR component of the $25.0 million notional amount. Changes in the fair value of the interest rate 
swap will be reported as a component of accumulated other comprehensive income. 
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(4) Long-term Debt and Obligations Under Capital Leases (Continued) 


On January 7, 2009, we entered into an interest rate swap, starting on February 7, 2009, with a 
notional amount of $25.0 million to hedge a portion of the cash flows of our variable rate credit 
facility. We have designated the interest rate swap as a cash flow hedge of our exposure to variability in 
future cash flows attributable to interest payments on a $25.0 million tranche of floating rate debt 
borrowed under our revolving credit facility. Under the terms of the swap, we pay a fixed rate of 2.34% 
on the $25.0 million notional amount and receive payments from the counterparty based on the 
1-month LIBOR rate for a term ending on January 7, 2016, effectively resulting in a fixed rate LIBOR 
component of the $25.0 million notional amount. Changes in the fair value of the interest rate swap 
will be reported as a component of accumulated other comprehensive income. 


(5) Property and Equipment, Net 


Property and equipment were as follows: 
December 25, December 27, 
2012 2011 








Land and improvements ................2-000e eee $ 99,536 $ 97,819 
Buildings and leasehold improvements............... 418,412 375,756 
Equipment and smallwares ..................0000. 203,313 176,261 
Furniture and fixtures... 2... 0... ce eee eee 62,686 55,196 
Construction in progress... .. 2... 0.00.00. ee ee eee 10,167 19,094 
Liquor licenses. o4.4,0% 5.4 $45. 4445060 naeebs oan eee dd 6,592 5,851 

800,706 729,977 
Accumulated depreciation and amortization........... (269,052) (232,760) 





$ 531,654  —$ 497,217 








The amount of interest capitalized in connection with restaurant construction was approximately 
$0.4 million, $0.3 million and $0.1 million for the years ended December 25, 2012, December 27, 2011 
and December 28, 2010, respectively. 
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(6) Goodwill and Intangible Assets 
The changes in the carrying amount of goodwill and intangible assets are as follows: 


Goodwill Intangible Assets 











Balance as of December 28, 2010................0.. $111,785 $10,118 
AGAUMONS: 46.0: ,¢005 bale ba Ona eee Bad wee ead — — 
Amortization €XPeMSe 2... ce ee ee ees — (1,076) 
Disposals and other, net .................000000. — — 
ImMpawMene yo aic sesh eaten Mak hare eh a have dina: 4 (839) — 
Balance as of December 27, 2011 .................. 110,946 9,042 
AGGODS® 6.4.5.4 444404 06404 ods od ea nee Ob 2,741 1,511 
Amortization expense ....... 0.0... eee ee eee eee — (1,076) 
Disposals and other, net .................. 00000. — — 
TimpalrMene os teis vse ds aria aes law hare Pes a hate deslee at (252) (213) 
Balance as of December 25, 2012.................. $113,435 $ 9,264 








Intangible assets consist of reacquired franchise rights. The gross carrying amount and accumulated 
amortization of the intangible assets at December 25, 2012 were $15.1 million and $5.9 million, 
respectively. As of December 27, 2011, the gross carrying amount and accumulated amortization of the 
intangible assets was $14.0 million and $5.0 million. We amortize reacquired franchise rights on a 
straight-line basis over the remaining term of the franchise operating agreements, which varies by 
restaurant. The weighted average amortization period of reacquired franchise rights is approximately 
13 years. Amortization expense for the next five years is expected range from $1.0 million to 
$1.7 million. Refer to note 3 for discussion of the acquisition completed on December 25, 2012. 


(7) Leases 


The following is a schedule of future minimum lease payments required for capital leases and 
operating leases that have initial or remaining noncancelable terms in excess of one year as of 
December 25, 2012: 


Capital Operating 








Leases Leases 

2013 23.534 cseoe 4 TIMES Se SESE Le a saee $4.84 Fee a as $117 $ 25,866 
2014 ib cada to aan e dda Kasha to sewne esa eoasye Paras 20 25,356 
2015 65.5.3 any ela gras es G4 boasy ead eee G4. a Gases eaa4 — 23,055 
010% 3.5. ccsdu leaves ios paswedaaewegde eeasue seas — 21,528 
QUI o8 ay a CAs yas Go d-Gaayy os 2S ewe G4 eGo Tad — 20,410 
TG alter es 9) 5.how ais. stg hrs RG heh Ge oe eh ee we HAG, We — 97,262 

WOtalis.s cdvaetod (atiges aceva gion paves eteueg iad 137 $213,477 
Less amount representing interest of 10.9% ................ 8 
Present value of minimum capital lease payments ............ 129 
Less current maturities of obligations under capital leases...... 109 
Obligations under capital leases, excluding current maturities ... $ 20 
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(7) Leases (Continued) 


Capitalized lease assets, primarily building, with a cost of approximately $0.7 million and 
$0.8 million at December 25, 2012 and December 27, 2011, respectively, are being amortized on a 
straight-line basis over the applicable lease terms and interest expense is recognized on the outstanding 
obligations. The total accumulated amortization of property held under capital leases totaled 
$0.4 million at both December 25, 2012 and December 27, 2011. 


Rent expense for operating leases consisted of the following: 


December 25, December 27, December 28, 














2012 2011 2010 
Minimum rent—occupancy ............. $25,110 $22,532 $20,843 
Contingent rent .................000, 687 618 518 
Rent expense, occupancy ............. 25,797 23,150 21,361 
Minimum rent—equipment and other ..... 3,393 3,013 2,613 
Rent.€xpense: ageiaa.4 ees 8e cdo eee $29,190 $26,163 $23,974 











(8) Income Taxes 


Components of our income tax (benefit) and provision for the years ended December 25, 2012, 
December 27, 2011 and December 28, 2010 are as follows: 











Year Ended Year Ended Year Ended 
December 25, 2012 December 27, 2011 December 28, 2010 
Current: 
Rederal i345 sa ee sioar este $29,286 $20,546 $20,561 
Sate sinter fy 2 acwcn tae atau datrtacts 7,618 6,149 5,323 
Total current........... 36,904 26,695 25,884 
Deferred: 
Redetal st iaesead daha ed « (1,511) 289 1,788 
Sate <adi4 odie ade adie a hans (655) (219) 11 
Total deferred. ......... (2,166) 70 1,799 
Income tax provision ........ $34,738 $26,765 $27,683 
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(8) Income Taxes (Continued) 


A reconciliation of the statutory federal income tax rate to our effective tax rate for December 25, 


2012, December 27, 2011 and December 28, 2010 is as follows: 


December 25, December 27, 


December 28, 





2012 2011 2010 
Tax at statutory federal rate............. 35.0% 35.0% 35.0% 
State and local tax, net of federal benefit... 3.7 3.7 3.7 
FICA tip tax credit... 0.0... ec eee eee (6.2) (6.0) (5.4) 
HIRE retention credit................. — (2.1) — 
Work opportunity tax credit............. (0.9) (1.2) (2.1) 
Incentive stock options ................ (0.2) (0.2) (0.1) 
Nondeductible officer compensation....... 1.2 0.5 0.9 
Otherisca%s dade oo8 Gi ayesee oe deees 0.2 (0.2) 0.2 
Total: cciw dak hawt ah ie Ree eS 32.8% 29.5% 32.2% 


Components of deferred tax assets (liabilities) are as follows: 


December 25, December 27, 
2012 2011 





Deferred tax assets: 
Insurance. TESCIVeS.s 60s bk goad eds Gees Kae Kee a ens 
Other reserves: ch che oehased todas he ee mae ds 
Deferred: Tent 2:52 oes 45d08 oe aes oR SS owes 
Share-based compensation ..................000. 
Unredeemed gift cards ................. 000000. 
Deferred compensation .................000000. 
Other assets and liabilities ..................0.0.. 


Total deferred tax asset... 0... ce eee 


Deferred tax liabilities: 
Property and equipment ...................00.. 
Untan SiDles piece dike esi wd Gia Ee A, Ba Sie ee 
Other assets and liabilities ................020005 


Total deferred tax liability ....................00.0. 
Net deferred tax liability... 6. ee eee eee eens 


Current deferred tax asset... .......... 000000000 ee 
Noncurrent deferred tax liability ................0.. 


Net deferred tax hability 204 6 .ceiendasecweed obalead 























$ 3,142 $ 3,252 
450 473 
7,185 5,831 
5,231 5,460 
3,135 2,812 
3,507 2,503 
2,456 2,288 
25,106 22,619 
(24,449) (25,418) 
(2,943) (2,004) 
(980) (545) 
(28,372) (27,967) 
$ (3,266)  $ (5,348) 
$ 2,836  $ 3,367 
(6,102) (8,715) 
$ (3,266)  $ (5,348) 








We have not provided any valuation allowance as we believe the realization of our deferred tax 


assets is more likely than not. 
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(8) Income Taxes (Continued) 


A reconciliation of the beginning and ending liability for unrecognized tax benefits is as follows: 





Uncertain tax Uncertain tax 
positions impacting positions not Total uncertain 
tax rate impacting tax rate tax positions 
Balance at December 28, 2010 ................ $124 $— $124 
Additions to tax positions related to prior years .... 91 — 91 
Reductions due to statute expiration ............ (91) = (91) 
Balance at December 27, 2011 ................ 124 — 124 
Additions to tax positions related to prior years .... 145 — 145 
Reductions due to exam settlement ............. (87) = (87) 
Balance at December 25, 2012 ................ $182 $— $182 


We, consistent with our existing policy, recognize both interest and penalties on unrecognized tax 
benefits as part of income tax expense. As of December 25, 2012 and December 27, 2011, the total 
amount of accrued penalties and interest related to uncertain tax provisions was immaterial. 


All entities for which unrecognized tax benefits exist as of December 25, 2012 possess a December 
tax year-end. As a result, as of December 25, 2012, the tax years ended December 29, 2009, 
December 28, 2010 and December 27, 2011 remain subject to examination by all tax jurisdictions. As of 
December 25, 2012, no audits were in process by a tax jurisdiction that, if completed during the next 
twelve months, would be expected to result in a material change to our unrecognized tax benefits. 
Additionally, as of December 25, 2012, no event occurred that is likely to result in a significant increase 
or decrease in the unrecognized tax benefits through December 31, 2013. 


(9) Preferred Stock 


Our Board of Directors is authorized, without further vote or action by the holders of common 
stock, to issue from time to time up to an aggregate of 1,000,000 shares of preferred stock in one or 
more series. Each series of preferred stock will have the number of shares, designations, preferences, 
voting powers, qualifications and special or relative rights or privileges as shall be determined by the 
Board of Directors, which may include, but are not limited to, dividend rights, voting rights, redemption 
and sinking fund provisions, liquidation preferences, conversion rights and preemptive rights. There 
were no shares of preferred stock outstanding at December 25, 2012 and December 27, 2011. 


(10) Stockholders’ Equity 


On February 16, 2012, our Board of Directors approved a stock repurchase program under which 
it authorized us to repurchase up to $100.0 million of our common stock. This stock repurchase 
program has no expiration date and replaced a previous stock repurchase program which was approved 
on February 17, 2011. The previous program authorized us to repurchase up to $50.0 million of our 
common stock and was increased by $50.0 million on August 18, 2011. Any repurchases will be made 
through open market transactions. The timing and the amount of any repurchases will be determined 
by management under parameters established by our Board of Directors, based on its evaluation of our 
stock price, market conditions and other corporate considerations. 
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(10) Stockholders’ Equity (Continued) 


For the years ended December 25, 2012 and December 27, 2011, we paid approximately 
$29.4 million and $59.1 million to repurchase 1,786,855 and 3,972,100 shares of our common stock, 
respectively. For the year ended December 28, 2010, we did not repurchase any shares of our common 
stock. 


(11) Earnings Per Share 


The share and net income per share data for all periods presented are based on the historical 
weighted-average shares outstanding. The diluted earnings per share calculations show the effect of the 
weighted-average stock options, RSUs and restricted stock awards outstanding from our equity 
incentive plan as discussed in note 13. 


The following table summarizes the options and nonvested stock that were outstanding but not 
included in the computation of diluted earnings per share because their inclusion would have had an 
anti-dilutive effect: 


Fiscal Year Ended 
December 25, December 27, December 28, 
2012 2011 2010 














Opens; +0223 609 Be beh eas Be ooh eave 292,193 521,512 1,798,911 
Nonvested stock ......... 0.0000 eee — — 16,546 
Total: sesh ded ab are die ase Saw ah ae are had 292,193 521,512 1,815,457 











The following table sets forth the calculation of earnings per share and weighted average shares 
outstanding (in thousands) as presented in the accompanying consolidated statements of income and 
comprehensive income: 


Fiscal Year Ended 
December 25, December 27, December 28, 
2012 2011 2010 








Net income attributable to Texas 


















































Roadhouse, Inc. and subsidiaries.......... $71,170 $63,964 $58,289 
Basic EPS: 
Weighted-average common shares outstanding.. 70,026 70,829 71,432 
Basi€ EPS). 6. ose ciee tose bie ees dwess ees $ 1.02 $ 0.90 $ 0.82 
Diluted EPS: 
Weighted-average common shares outstanding.. 70,026 70,829 71,432 
Dilutive effect of stock options and nonvested 

StOCKs.. 46.4504. Gab wae woes ie on aed Ane a 1,459 1,449 1,497 
Shares—diluted .... 0... 0... eee eee 71,485 72,278 72,929 
Diltted EPS i005 00046 cobs ose es ea Ra wade os $ 1.00 $ 0.88 $ 0.80 
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(12) Commitments and Contingencies 


The estimated cost of completing capital project commitments at December 25, 2012 and 
December 27, 2011 was approximately $73.2 million and $58.6 million, respectively. 


We entered into real estate lease agreements for franchise restaurants located in Everett, MA, 
Longmont, CO, Montgomeryville, PA, Fargo, ND and Logan, UT before granting franchise rights for 
those restaurants. We have subsequently assigned the leases to the franchisees, but remain contingently 
liable if a franchisee defaults, under the terms of the lease. The Longmont lease was assigned in 
October 2003 and expires in May 2014, the Everett lease was assigned in September 2002 and expires 
in February 2018, the Montgomeryville lease was assigned in October 2004 and expires in June 2021, 
the Fargo lease was assigned in February 2006 and expires in July 2016 and the Logan lease was 
assigned in January 2009 and expires in August 2019. As the fair value of the guarantees is not 
considered significant, no liability has been recorded. As discussed in note 17, the Everett, MA, 
Longmont, CO, and Fargo, ND restaurants are owned, in whole or part, by certain officers, directors 
and 5% stockholders of the Company. 


During the year ended December 25, 2012, we bought most of our beef from four suppliers. 
Although there are a limited number of beef suppliers, we believe that other suppliers could provide a 
similar product on comparable terms. A change in suppliers, however, could cause supply shortages and 
a possible loss of sales, which would affect operating results adversely. We have no material minimum 
purchase commitments with our vendors that extend beyond a year. 


On September 30, 2011, the U.S. Equal Employment Opportunity Commission (“EEOC’’) filed a 
lawsuit styled Equal Employment Opportunity Commission v. Texas Roadhouse, Inc., Texas Roadhouse 
Holdings LLC, Texas Roadhouse Management Corp. in the United States District Court, District of 
Massachusetts, Civil Action Number 1:11-cv-11732. The complaint alleges that applicants over the age 
of 40 were denied employment in our restaurants in bartender, host, server and server assistant 
positions due to their age. The EEOC is seeking injunctive relief, remedial actions, payment of 
damages to the applicants and costs. We believe we have meritorious defenses to the claims made by 
the EEOC, and we intend to vigorously defend against them. We filed a response to the complaint in 
the form of two motions, one to dismiss the case and one to transfer the case to Louisville, KY. On 
July 24, 2012, the court issued a ruling allowing the EEOC to file an amended complaint containing 
additional information sufficient to meet the standard for stating a claim of age discrimination against 
Texas Roadhouse. The EEOC filed an amended complaint on August 27, 2012. We filed an answer on 
November 9, 2012. On November 9, 2012, our motion to transfer the case to Louisville, KY was 
denied. Based on the preliminary status of this matter, we cannot estimate the possible amount or 
range of loss, if any, associated with this matter. 


On January 19, 2011, a Massachusetts putative class action was filed styled Jenna Crenshaw, 
Andrew Brickley, et al, and all others similarly situated v. Texas Roadhouse, Inc., Texas Roadhouse 
Holdings, LLC, Texas Roadhouse of Everett, LLC and Texas Roadhouse Management Corp., d/b/a 
Texas Roadhouse. The complaint was filed in the United States District Court, District of 
Massachusetts. The complaint alleged a failure to comply with Massachusetts wage laws specifically that 
we improperly shared pooled tips with ineligible employees. On September 5, 2012, the court approved 
a Settlement Agreement (the “Agreement’’) between the parties and dismissed the complaint. Under 
the Agreement, the company agreed to pay $5.0 million, which includes payment of the plaintiffs’ 
attorneys’ fees, payment of expenses to administer the settlement, and individual payments to resolve 
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(12) Commitments and Contingencies (Continued) 


the claims of servers employed in Massachusetts restaurants from January 18, 2005 through 
September 5, 2012, the date of final court approval. As a result of the Agreement, as previously 
reported, we have recorded a $5.0 million charge in the first quarter of 2012 which is included in 
general and administrative expenses in our consolidated statements of income and comprehensive 
income. 


We are involved in various other claims and legal actions arising in the normal course of business. 
In the opinion of management, the ultimate disposition of these matters will not have a material effect 
on our consolidated financial position, results of operations or cash flows. 


(13) Share-based Compensation 


In May 2004, we adopted an equity incentive plan (the “Plan”’) for eligible participants. This Plan 
amended and restated the 1997 Texas Roadhouse Management Corp. Stock Option Plan. The Plan 
provides for granting of incentive and non-qualified stock options to purchase shares of common stock, 
stock bonus awards (restricted stock unit awards (“RSUs”)) and restricted stock awards. The Plan 
provides for the issuance of 16,000,000 shares of common stock plus an annual increase to be added on 
the first day of the year for a period of ten years, commencing on January 1, 2005 and ending on (and 
including) January 1, 2014, equal to the lesser of one percent of the shares of common stock 
outstanding or 1,000,000 shares of common stock. Options are exercisable at various periods ranging 
from one to ten years from the date of grant. Beginning in 2008, we changed the method by which we 
provide share-based compensation to our employees by eliminating stock option grants and, instead, 
granting RSUs as a form of share-based compensation. An RSU is the conditional right to receive one 
share of common stock upon satisfaction of the service-based vesting requirement. 


The following table summarizes the share-based compensation recorded in the accompanying 
consolidated statements of income and comprehensive income: 


Fiscal Year Ended 
December 25, December 27, December 28, 
2012 2011 2010 











Labor expense ........... 0.0002 ee eee $ 4,570 $ 3,905 $3,364 
General and administrative expense ....... 8,623 6,620 4,322 
Total share-based compensation expense ... $13,193 $10,525 $7,686 














A summary of share-based compensation activity by type of grant as of December 25, 2012 and 
changes during the period then ended is presented below. 
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(13) Share-based Compensation (Continued) 
Summary Details for Plan Share Options 


Weighted-Average 











Remaining 
Weighted-Average Contractual Aggregate 
Shares Exercise Price Term (years) Intrinsic Value 

Outstanding at December 27, 2011...... 3,486,642 $12.02 
Granted «204 dvs ae hetaseauad Sones — — 
Forfeited 20.0... cece eee eee ee (112,471) 11.74 
EXCISE «$a: ene Pa Kaw D hehe gw (1,115,250) 9.57 
Outstanding at December 25, 2012...... 2,258,921 $13.24 2,99 $8,613 
Exercisable at December 25, 2012 ...... 2,258,921 $13.24 2.99 $8,613 








No stock options were granted during the fiscal years ended December 25, 2012, December 27, 
2011 and December 28, 2010. 


The total intrinsic value of options exercised during the years ended December 25, 2012, 
December 27, 2011 and December 28, 2010 was $8.7 million, $3.0 million and $9.6 million, respectively. 
The total grant date fair value of stock options vested during the years ended December 25, 2012, 
December 27, 2011 and December 28, 2010 was $0.2 million, $0.7 million and $1.3 million, respectively. 


For the years ended December 25, 2012, December 27, 2011 and December 28, 2010, cash 
received before tax withholdings from options exercised was $10.7 million, $5.0 million and 
$11.0 million, respectively. The excess tax benefit realized from tax deductions associated with options 
exercised for the years ended December 25, 2012, December 27, 2011 and December 28, 2010 was 
$3.6 million, $2.3 million and $3.2 million, respectively. 





Summary Details for RSUs 
Weighted-Average 
Grant Date 
Shares Fair Value 
Outstanding at December 27, 2011 ................ 1,186,480 $13.71 
Grantéeds 4.55 8a G4 da004 88a eee ® S50 SLO RSS Os 1,356,462 16.13 
OTCICG) oats oecceata eat Go ereteeeen) Greneca et eet Soenarenoecats (55,814) 14.33 
Vested 24.3 45536444045 434.44 5504444258 06 boas (683,614) 13.15 
Outstanding at December 25, 2012 ................ 1,803,514 $15.73 


As of December 25, 2012, with respect to unvested RSUs, there was $15.0 million of unrecognized 
compensation cost that is expected to be recognized over a weighted-average period of 1.4 years. The 
vesting terms of the RSUs range from approximately 1.0 to 5.0 years. The total fair value of RSUs 
vested during the years ended December 25, 2012, December 27, 2011 and December 28, 2010 was 
$11.6 million, $11.0 million and $8.7 million, respectively. 
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(14) Fair Value Measurement 


ASC 820, Fair Value Measurements and Disclosures (“ASC 820’), establishes a framework for 
measuring fair value and expands disclosures about fair value measurements. ASC 820 establishes a 
three-level hierarchy, which requires an entity to maximize the use of observable inputs and minimize 
the use of unobservable inputs in measuring fair value. The valuation hierarchy is based upon the 
transparency of inputs to the valuation of an asset or liability on the measurement date. 


Level 1 Inputs based on quoted prices in active markets for identical assets. 

Level 2 Inputs other than quoted prices included within Level 1 that are observable for the 
assets, either directly or indirectly. 

Level 3. Inputs that are unobservable for the asset. 


There were no transfers among levels within the fair value hierarchy during the year ended 
December 25, 2012. 


The following table presents the fair values for our financial assets and liabilities measured on a 
recurring basis: 


Fair Value Measurements 





December 25, December 27, 








Level 2012 2011 
Interest Tate SWAPS: s.s.6 3 carina Pema sede me 2 $(4.016) $(4,247) 
Deferred compensation plan—assets ........... 1 9,145 6,748 
Deferred compensation plan—liabilities ......... 1 (9,160) (6,714) 
Wital 5.4.9 ose BH OSS OSE AT Kw BROS Sed EE $(4,031) $(4,213) 








The fair value of our interest rate swaps were determined based on the present value of expected 
future cash flows considering the risks involved, including nonperformance risk, and using discount 
rates appropriate for the duration. See note 16 for discussion of our interest rate swaps. 


The Second Amended and Restated Deferred Compensation Plan of Texas Roadhouse 
Management Corp., as amended, (the ‘Deferred Compensation Plan”) is a nonqualified deferred 
compensation plan which allows highly compensated employees to defer receipt of a portion of their 
compensation and contribute such amounts to one or more investment funds held in a rabbi trust. We 
report the accounts of the rabbi trust in our consolidated financial statements. These investments are 
considered trading securities and are reported at fair value based on third-party broker statements. The 
realized and unrealized holding gains and losses related to these investments, as well as the offsetting 
compensation expense, are recorded in general and administrative expense on the consolidated 
statements of income and other comprehensive income. 
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(14) Fair Value Measurement (Continued) 


The following table presents the fair values for our assets and liabilities measured on a 
nonrecurring basis: 


Fair Value Measurements 





December 25, December 27, 
2012 2011 











Level Total losses 
Long-lived assets held for sale.......... 2 $1,398 $1,398 $ — 
Long-lived assets held for use .......... 2 939 1,017 — 
Goodwill and intangible assets.......... 3 740 1,238 465 
LOCA 25.0) 9) seat a eGhap de Ra ee Be ee $3,077 $3,653 $465 














Long-lived assets held for sale include land and building and are valued using Level 2 inputs, 
primarily independent third party appraisal. These assets are included in Property and equipment in 
our consolidated balance sheets. Cost to market and/or sell the assets are factored into the estimates of 
fair value. 


Long-lived assets held for use include building, equipment and furniture and fixtures and are 
valued using Level 2 inputs, primarily an independent third party appraisal. These assets are included 
in Property and equipment in our consolidated balance sheets. Depreciation expense of $0.1 million 
was recorded on these assets during the 52 weeks ended December 25, 2012. 


As of December 25, 2012 and December 27, 2011, goodwill in the table above relates to one and 
two underperforming restaurants, respectively, in which the carrying value of the associated goodwill 
was reduced to fair value, based on their historical results and anticipated future trends of operations. 
These charges are included in Impairment and closures in our consolidated statements of income and 
other comprehensive income. For further discussion of impairment charges, see note 16. 


At December 25, 2012 and December 27, 2011, the fair value of cash and cash equivalents, 
accounts receivable and accounts payable approximated their carrying value based on the short-term 
nature of these instruments. The fair value of our long-term debt is estimated based on the current 
rates offered to us for instruments of similar terms and maturities. The carrying amounts and related 
estimated fair values for our debt is as follows: 








December 25, 2012 December 27, 2011 
Carrying Carrying 
Amount Fair Value Amount Fair Value 
Installment loans—Level2............ $ 1,473 $ 1,752 $1,679 $ 2,044 
Revolver—Level 1 ..............2000- 50,000 50,000 60,000 60,000 


(15) Impairment and Closure Costs 


During 2012, 2011 and 2010, we recorded impairment charges of $1.6 million, $1.2 million and 
$2.0 million, respectively, related to goodwill and long-lived assets. These charges were measured and 
recognized following current accounting guidance which requires that the carrying value of these assets 
be tested for impairment whenever circumstances indicate that impairment may exist, or at least 
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(15) Impairment and Closure Costs (Continued) 


annually in the case of goodwill. Refer to note 2 for further discussion of the methodology used by us 
to test for long-lived asset and goodwill impairment. 


Impairment charges in 2012 included $0.5 million associated with the impairment of goodwill and 
intangible assets related to one restaurant and $0.9 million related to the write-down of building, 
equipment and furniture and fixtures associated with one restaurant closed in 2012. The goodwill 
impairment charges in 2012 resulted from our annual testing which relies, in part, on the historical 
trends and anticipated future trends of operations of individual restaurants. The remaining $0.2 million 
in expenses were closure costs associated with the restaurant that was closed in 2012 and ongoing 
closure costs associated with one restaurant that was closed in 2009. 


Impairment charges in 2011 included $0.8 million associated with the impairment of goodwill 
related to one restaurant and the $0.4 million related to the write-down of land, building, equipment 
and furniture and fixtures and ongoing closure costs associated with one restaurant closed in 2008. The 
goodwill impairment charges in 2011 resulted from our annual testing which relies, in part, on the 
historical trends and anticipated future trends of operations of individual restaurants. 


Impairment charges in 2010 included $1.7 million associated with the impairment of goodwill 
related to four restaurants and $0.2 million related to the write-down of equipment and ongoing 
closure costs associated with one restaurant, which was closed in 2010. The remaining $0.1 million in 
expenses were ongoing closure costs associated with one restaurant closed in 2008. 


(16) Derivative and Hedging Activities 


We enter into derivative instruments for risk management purposes only, including derivatives 
designated as hedging instruments under FASB ASC 815, Derivatives and Hedging (“ASC 815”). We 
use interest rate-related derivative instruments to manage our exposure to fluctuations of interest rates. 
By using these instruments, we expose ourselves, from time to time, to credit risk and market risk. 
Credit risk is the failure of the counterparty to perform under the terms of the derivative contract. 
When the fair value of a derivative contract is positive, the counterparty owes us, which creates credit 
risk for us. We minimize the credit risk by entering into transactions with high-quality counterparties 
whose credit rating is evaluated on a quarterly basis. Our counterparty in the interest rate swaps is JP 
Morgan Chase Bank, N.A. Market risk is the adverse effect on the value of a financial instrument that 
results from a change in interest rates, commodity prices, or the market price of our common stock. 
We minimize market risk by establishing and monitoring parameters that limit the types and degree of 
market risk that may be taken. 


Interest Rate Swaps 


On October 22, 2008, we entered into an interest rate swap, starting on November 7, 2008, with a 
notional amount of $25.0 million to hedge a portion of the cash flows of our variable rate credit 
facility. We have designated the interest rate swap as a cash flow hedge of our exposure to variability in 
future cash flows attributable to interest payments on a $25.0 million tranche of floating rate debt 
borrowed under its revolving credit facility. Under the terms of the swap, we pay a fixed rate of 3.83% 
on the $25.0 million notional amount and receive payments from the counterparty based on the 
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(16) Derivative and Hedging Activities (Continued) 


1-month LIBOR rate for a term ending on November 7, 2015, effectively resulting in a fixed rate 
LIBOR component of the $25.0 million notional amount. 


On January 7, 2009, we entered into an interest rate swap, starting on February 7, 2009, with a 
notional amount of $25.0 million to hedge a portion of the cash flows of our variable rate credit 
facility. We have designated the interest rate swap as a cash flow hedge of our exposure to variability in 
future cash flows attributable to interest payments on a $25.0 million tranche of floating rate debt 
borrowed under our revolving credit facility. Under the terms of the swap, we pay a fixed rate of 2.34% 
on the $25.0 million notional amount and receive payments from the counterparty based on the 
1-month LIBOR rate for a term ending on January 7, 2016, effectively resulting in a fixed rate LIBOR 
component of the $25.0 million notional amount. 


We entered into the above interest rate swaps with the objective of eliminating the variability of our 
interest cost that arises because of changes in the variable interest rate for the designated interest 
payments. Changes in the fair value of the interest rate swap will be reported as a component of 
accumulated other comprehensive income. We will reclassify any gain or loss from accumulated other 
comprehensive income, net of tax, on our consolidated balance sheet to interest expense on our 
consolidated statement of income and other comprehensive income when the interest rate swap expires or 
at the time we choose to terminate the swap. See note 14 for fair value discussion of these interest rate 
swaps. 


The following table summarizes the fair value and presentation in the consolidated balance sheets 
for derivatives designated as hedging instruments under ASC 815: 








Derivative Assets Derivative Liabilities 
Balance Sheet December 25, December 27, December 25, December 27, 
Location 2012 2011 2012 2011 
Derivative Contracts Designated as 
Hedging Instruments under 
ASC 815 o05ca%s iad dia wiatan (1) 
Interest rate swaps ............ $— $— $4,016 $4,247 
Total Derivative Contracts ....... $— $— $4,016 $4,247 

















(1) Derivative assets and liabilities are included in fair value of derivative financial instruments on the 
consolidated balance sheets. 
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(16) Derivative and Hedging Activities (Continued) 


The following table summarizes the effect of derivative instruments on the consolidated statements 
of income and other comprehensive income for the 52 weeks ended December 25, 2012 and 
December 27, 2011: 





Amount of 
Amount of Gain i Gain (Loss) 
Amount of Gain Location of Reclassified from eee Recognized 
(Loss) Recognized Gain (Loss) AOCI to Income Recognized in Income 
in AOCI Reclassified (effective in tecanie (ineffective 
(effective portion) from AOCI portion) (ineffective portion) 
2012 2011 Income 2012 2011 portion) 2012 2011 
Interest rate swaps .. $148 $(1,271) Interest expense, net $124 $118 — s— $— 














(17) Related Party Transactions 


The Longview, Texas restaurant, which was acquired by us in connection with the completion of 
our initial public offering, leases the land and restaurant building from an entity controlled by Steven 
L. Ortiz, our Chief Operating Officer. The lease term is for 15 years and will terminate in November 
2014. The lease can be renewed for two additional terms of five years each. Rent is approximately 
$19,000 per month. The lease can be terminated if the tenant fails to pay the rent on a timely basis, 
fails to maintain the insurance specified in the lease, fails to maintain the building or property or 
becomes insolvent. Total rent payments were approximately $224,000 for both 2012 and 2011. 


The Bossier City, Louisiana restaurant, of which Steven L. Ortiz beneficially owns 66.0% and we 
own 5.0%, leases the land and building from an entity owned by Mr. Ortiz. The lease term is 15 years 
and will terminate on March 31, 2020. Rent is approximately $16,600 per month and escalates 10% 
each five years during the term. The next rent escalation is in the second quarter of 2015. The lease 
can be terminated if the tenant fails to pay rent on a timely basis, fails to maintain insurance, abandons 
the property or becomes insolvent. Total rent payments were approximately $199,000 for both 2012 and 
2011. 


We have 15 license and franchise restaurants owned in whole or part by certain officers, directors 
and stockholders of the Company at December 25, 2012, December 27, 2011 and December 28, 2010. 
These entities paid us fees of $2.3 million, $2.2 million and $2.1 million for the years ended 
December 25, 2012, December 27, 2011 and December 28, 2010, respectively. As discussed in note 12, 
we are contingently liable on leases which are related to three of these restaurants. 


On August 17, 2011, we entered into an agreement with G.J. Hart, our former President and Chief 
Executive Officer whereby Mr. Hart will provide consulting services to us from August 17, 2011 through 
January 2, 2012. In consideration of the services to be performed by Mr. Hart, our Board of Directors 
accelerated the vesting of a grant of 60,000 restricted stock units from January 7, 2012 to January 2, 
2012. The agreement also provided for partial payment of health insurance premiums through 
December 31, 2011. 
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(18) Selected Quarterly Financial Data (unaudited) 














2012 
First Second Third Fourth 
Quarter Quarter Quarter Quarter Total 

REVENUG: os. giadegec bigs SS ae aGs4aa wes $324,869 $320,275 $308,656 $309,531 $1,263,331 
Total costs and expenses..............4. $295,467 $289,028 $280,922 $287,456 $1,152,873 
Income from operations................ $ 29,402 $ 31,247 $ 27,734 $ 22,075 $ 110,458 
Net income attributable to Texas 

Roadhouse, Inc. and subsidiaries........ $ 18,869 $ 20,310 $ 18,067 $ 13,924 $ 71,170 
Basic earnings per common share......... $ 027 $ 029 $ 0.26 $ 0.20 $ 1.02 
Diluted earnings per common share ....... S$ 027 $ 028 $ O25 $ O19 §$ 1.00 
Cash dividends declared per share ........ $ 009 $ 0.09 $ 0.09 $ 019 $ 0.46 

2011 
First Second Third Fourth 
Quarter Quarter Quarter Quarter Total 

REV6NUC: 2.2 dosirta wd eehkaed ee eda ws $283,785 $279,572 $269,253 $276,616 $1,109,226 
Total costs and expenses................ $253,576 $255,824 $246,181 $258,406 $1,013,987 
Income from operations................ $ 30,209 $ 23,748 $ 23,072 $ 18,210 $ 95,239 
Net income attributable to Texas 

Roadhouse, Inc. and subsidiaries........ $ 19,793 $ 16,076 $ 15,798 $ 12,297 $ 63,964 
Basic earnings per common share......... $ 027 $ 0.23 $ 0.22 $ O18 $ 0.90 
Diluted earnings per common share ....... $ 027 $ 022 $ O22 $ O17 $ 0.88 
Cash dividends declared per share ........ $ 008 $ 0.08 $ 0.08 $ 0.08 $ 0.32 


In the first quarter of 2012, we recorded a charge of $5.0 million ($3.1 million after-tax) associated 
with a legal settlement. In the fourth quarter of 2012, we recorded closure costs of $1.1 million 
($0.7 million after-tax) for fixed assets that were written off due to the closure of a restaurant. In 
addition, in the fourth quarter of 2012, we recorded a charge of $0.5 million ($0.3 million after-tax) 
associated with the impairment of goodwill related to one restaurant which the carrying value was 


reduced to fair value. 


In the fourth quarter of 2011, we recorded a charge of $0.8 million ($0.5 million after-tax) 
associated with the impairment of goodwill related to one restaurant which the carrying value was 


reduced to fair value. 


See note 15 for further discussion of impairment and closure costs. 
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